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PRE)FACE> 


♦— 

The follomiig pages are the result of the research work 
‘Carried OB by the writer at the London School of Econo- 
naics for the Ph.D. degree of the London University^ in 
the Faculty of Economics, in addition to the advanced 
training received in that institution. Any writer on the 
Economics of the War has to grapple with stupendous 
difficulties under the present conditions. The economic 
effects of the war cannot be said to have been over yet; 
-the economic conditions are still so fluid that it is no 
■exaggeration to say that they are changing almost from 
■day to day; the documentary material and evidence 
.available in the case of India is scanty and one-sided; 
we are too near the picture to obtain a proper perspective; 
.and consequently it is most difficult to arrive at any defi'- 
nite conclusions, which will not be partially upset in a 
comparatively short time. It may therefore seem that 
for a task such as the one which has been attempted 
in these pages, it would have been preferable to wait 
for some years, until economic conditions had settled 
down, ample material had been available, and a proper 
•perspective of the.^ whole picture had been obtained. These 
considerations are no doubt weighty, but there are very 
important considerations on the other side. The igno- 
rance of educated Indians regarding the vital economic 
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'thal; tt© balance of advantage lay on the side of at* 
tempting the task fulfilled in these pages now, and gaining 
■ for it some' current and practical^ value, rather thap. of 
deferring it for some years, when it would possess only a 
historical importance. 

Another relevant question was, -whetiiei* the task 
should be attempted in India or in England. In 
the former, there are the valuable advantages resulting 
from the conduct of investigations on the spot, and from 
keeping in direct touch with the progress of events and 
the public discussions. But, the great disadvantage is that 
in India, possibly excepting Calcutta, the ordinary 
citizen cannot get access to all the G overnment records 
and publications, which he can consult in London at 
the India Office. Moreover, the conduct of investiga- 
tions in England possesses the advantage of securing 
valuable and authoritative help in the application 
of general economic principles to Indian conditions. 
Here too, it was necessary to reckon the balance of 
advantage, and it appeared that it lav on the side of 
attempting the task in England. 

Dr. Marshall always used to impress upon his 
students at Cambridge that the professed economist -was 
wise not to express himself at all in public on politics, 
although he should express his views on the economic 
Bide of political questions, and that if he did do so, he 
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In*an economic problems are well inown to those interest- 
ed m them, for going through this work, and making 
wveral valuable suggestions. His thanks are also due to 
the officials of the Eecord and Knance Department. 
^ the India Office for giving him free access to all the 
<3ovemment records and publications required by him. 

S. G. PANANDIKAR. 
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mTEODUCTZON 


The outstanding characteristic dcminating all the 
aspects of India’s economic life during the last three 
decades has been that the country has been pasdng through 
an industrial revolution, similar in many respects to the 
one, which took place in England during tlic early part 
of the last century, and later in the other countries of 
Western Europe. During this period, India has been 
in a state of transition from the old archaic economic 
order to the new and reorganised order, typified by that 
prevailing in England. Though the transformation is 
still in its earlier stages, the change, which has already 

taken place, is most striking. In 1892, when the first signs 
of this industrial revolution were just beginning to be 
perceptible, the late Mr. Ranade, the pioneer economist 
in India, described the economic conditions of the country 
in the following words : « With us an average individual 
man is, to a large extent, the very antipodes of the Eco- 
nomical man. The Family and the Caste are more powerful 
than^ the Individual in determining his position in life. 
Self-interest in the shape of the desire of Wealth is not 
absen^ but it is not (he only nor the principal motor. 

Tie Pursuit of Wealth is not the only ideal aimed at. 

There IS neither the desire not the aptitude for free and 
nhmited competition except within certain predetermined 


Again, tliis intereference was bound to result in econo- 
mic losses as well as gains. It is tbexefore necessary to draw 
op a sort of balance sheet of these losses and gains, and 
to determine whether the war left India with a net eco- 
nomic loss or gain. A distinction, however, will have 
to be made between the present conditions and those 
in the near future, and the balance-sheet of present losses 
and gains will have to be modified according as the 
losses appear to be more or less permanent than the gains. 
This will be the last and the most important problem for 
examination in the following pages. 

It will not be possible to deal with the problems 
raised above, without a detailed analysis and examination 
ai the actual economic effects of the ^var upon India. 
Such an analysis has been atteniioted in the folio wing pages, 
but it may be explained that it lias been restricted to those 
factors, regarding which generalisations more or less 
aflectiiig the whole countiy can be made. This 
is true of foreign coninierce, organised iiidiistry, 
iinance and. banking, and public finance. Agriculture 
and handicrafts could not be treated efiectively in a work 
of ' this nature,- because they vary so- much by localities, 
that all-India generalisations on them, are not likely 
to serve any useful purpose. In order to deal efiecl-ivel}^ 
with them, India will have to be broken up into a large 
number of tracts, and they v/ill have to be examined 
separately in each tract. Even tile examination of 
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wages is not altogetlier free 
analysis .r^ n; ^ieir 

., ‘ * following pages is meant only to fuinisii 

anly correct rdea of the conditions generally prevail 

r,"rf " condition! 

clifeenrwll 


NOTE. 

c^iversion of rupees into sterling throughout 
cais ’itorJi has been made at the rate of Es. 15=£L 


Imports 

Pi’iv'.'ite M!i;i’cliai}.iflij?e 
'■> ovem Diem titores 
Total 

Merciiaadise 
■ ■ Ey.perts. 

Privo.to :\Ierchaiidiso. 

Indian produce 
i’oreign goods 
(re-exports) ' 

Total private 
:\i:;rchandi;.i8 .. 
v.»overiiaieiit 8 tores 
i ofeai MercliaiKlisG 
’J'oUii imports and ex- 
port.^ of merciian- 
dise (private aiul 
, Ifovernment) ■ ■, . 

Ket Importe «jf feeasars 
i^n\ute (Golti) . . 

. •>• (Silver) . . 

G ovcranieiit (Gold) 

.p , (J'Hilver) 4.5 

■^ooai ireasure GioW) 15.5 

Totai of -I 

TJ'et exports of 
nierehandiso . . 
including Govern- 
raent Stores 
iilxcess of Exports 


3013-J 
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~5'.4 
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9J.0 
4.7 

Si 

5-0 
■^.0 
r 1 

lOlO-’i 
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3910-20 
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.127.0 

00.0 
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7.1 

100 . s 

9.3 
lOi) . 0 

13.0 
l.^a . 4 

' 9.2 
147.8 

162.8 

11803 

128 

• 0 

3 53.0 

155 . G 

159.0 

200.2 

3.1 

2.7 

3 

. 

5.4 

G.l 

0,7 

11. S 

1G5.0 
. 00 
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.4 

131 

-1 

.5 ; 

t 

163,4 

1C1.7 

169.2 

218.0 
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121. i 

132. 

D 164.8 

l.G 

163.3 

1.0 

170.2 

3.8 

221.8 

203.5 

21 s. 1 

225. 

1 271.7 

272. S 
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300.0 


I 0.5 

4.2 


13.3 


5.0 —.3 8.8 
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,5(al— .0i(a)_.02(a> S.'s 

7010 — n ^ 12.2 
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5.0 

11.0 , 


-.5(a) 14.7 

8.8 

3.2 T2.6 

3.5 21.3 


38.5 24.8 40.9 


•— 1.0 
^.7 
—2.0(a) 20.8 

44.0 19.8 
-3.7(a) 23.5 

45.3 10.5 

41.0 43.0 


14 2 13.3 38.4 

(a) IS’et exports. 


58.0 
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53.7 
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44.5 
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74.9 
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CHAPTER I 


General Characteristics of Foreign Trade, 


According to the economic theory of international 
trade, a nation’s prosperity cannot be said to vary directly 
or at all exactly with the amount of its foreign 
trade, because the latter is determined by other factors 
besides productivity. It is regulated by the differences 
in the comparative costs of production, and the amounts 
of these have no necessary connection with efficiency, 
though it is true that the larger the output per head of 
population, the greater will be the variety of goods produc- 
ed, and thk the higher the degree of specialisation, the 
greater will these differences tend to become. Thus, it is 
theoretically possible that the foreign trade of a country 
may decline simultaneously with its economic advance, 
if that advance reduces its differential advantages in the 
costs of production compared mth those of other countries, 
and that the opposite case may also happen. However, 
it would be palpably absurd to urge that these j)ossible 
cases are at all likely. Under the circumstances of modern 
commerce, the increase in the foreign trade of a country 
■per head of population does usually indicate its advance 
in economic efficiency, keeping aside counteracting causes 
such as the raising of tariffs, or co-operative influences 


t 
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such as the cheapened means of transport * The chief 
I practical value of the above theory lies merelyin the warn- 

ing which It conveys against using the declining figures 

of trade relating to a few classes of the exports of a country, 

as indications of its economic decay, as a -whole, or even 
in particular industries. In the ease of India, the value 
of her foreign trade compares unfavourably with that of 
most of the principal countries of the world in relation to 
their respective populations,! and it would be difficult 
to assert that this fact is not one of the indications of 
her general economic inefficiency, which can be proved 
beyond doubt by other data. Again, the only way to 
examine the changes in the foreign trade of a country 
in the course of time, or to compare it with that of other 
countries, is to deal with percentages and the amount 
per head. But it should be borne in mind that in drawing 
any conclusions from the figures obtained in these ways 
the absolute amounts should also be taken into acoouffi-, 
end that otherwise the conclusions may sometimes prove 
misleading. 

Duiing 1909-7.0 to 1913-14, the quinquennium preced- 
ing the outbreak of the war, India’s foreign sea-borne 
trade expanded somewhat rapidly, and the expansion 
\ras most marked in 1912-13 and 1913-14. This period 
was one of a great development of trade and industry 

* Of. Brassey and Chapman— -Work and Wages, Vol. II, p. 2. 
t See Appendix I. ' ’ 



in all the countries of 'Western Europe, in the U. S. A. 
and in Japan. The demands of these industrial popula- 
tions for foodstuffs and raw materials produced in 
part of the world benefitted agricultural 
ntrics Iite India. The trade during the four pre-war 

iths, April to July 1914, was somewhat below norinal 
account of the legacies left by the previous year in 

Ihe foim of a partial failure of the winter rains in the 
United Provinces, a continuance of bank failures in 
and Western India, and a glut of piecegoods 
due to overtrading. However, a favourable south-west 
monsoon promised : an agricultural prosper%, and at 
the end of July 1914 there was every reason to anticipate 
would have a really good year. Then came the 
war, and India, intimately connected with the maikets 
of the trorld in recent years, could not be expected to 
escape its shock. All her recent economic develop- 
ment has been along the Hnes of a diminished isolation 
Irom the rest of the world, and therefore she was uut 
^ escape from the consequences of that economic 
solidarity, W'hich bound her closely with the outside world. 
Hence, it was natural that the effects of the war on Indian 
overseas trade should be far-reaching. The'extent of 
the catastrophe may be realised from the fact that the 
exports of merchandise during the eight war months 
August to March 1914-15, as compared with those during 
the same months of the previous year, fell off by 43 ' per 
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factors operated to brina 

abOTttbis enormous reduction in India’s overseas trade'’ 

n e first place, tbe cessation of commercial relations 

p 2 ««« bad seriou-s efects, because 

^ lanj lad been India’s best customer after the United 
ungdom, both in the export and import trades, 10.3 

lOU U of India's export and import trades in 

1910- 4 being with Germany, as compared with 23 7 
ana 64.1 per cent with the United Kingdom, yhe cessa- 
tion of Inia s exports to the enemy countries was more 

eUsastrous than that of imports, firstly because the exports 

lac a gieatei value, and secondly because, while it was 
oasible to replace the imports to some extent by those 
rom other sources, the enemy markets for Indian produce 
cmild not be replaced. The result was a serious faU in 
the prices of important staples, such as cotton, jute and 
oilseeds, and a considerable distress among the agricultura- 
lists growing these crops. Secondly, the trade with the 
allied countries, such as France and Belgium, had to be 
curtailed, as they had become theatres of war operations 
and their demand for Indian produce was reduced to a 

large extent. Thirdly., the Government imposed severa, 
lestrietions upon the export trade with the neutral eoun^ 
tries in order to prevent Indian foodstuffs and materials' 
capable of being used for war purposes from reaching 
the enemies through the neutral countries, and also to 
make the Indian supplies more easily available for militarv 

requirements. Fourthly, the tonnage. available, for trad 



purposes was seriously reduced owing to tlie disappearance 
of the German and Austrian mercantile marines from 
the seas, and the impressment of a large number of 
vessels for military transport, and the neutral and Japanese 
shipping was not extensive^^ enough to fill up the gap to 
any appreciable extent, fifthly, the dislocation of the 
world’s exchanges brought about by the war adversely 
affected India’s foreign trade. However, the stability 
of the Indian exchange was maintained, owing to the 
measures taken by the Government and explained fully 
later on. Lastly, the raids of the German cruiser Emden, 
which wrought a considerable amount of destruction in 
the Bay of Bengal, and the^menace of the ‘Konigsburg’ 
in the Arabian Sea checked for some months the export 
trade. ^ 
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.iiioiisooii arrived late, and was weak' and irregular in 'tke 
northern parts of the Bombay Presidency and in large 
tracts of the Punjab. Parts of Assam., Bengal and the 
United Provinces, on the other hand, suffered from exces- 
sive rainfall. The winter rains also proved inadequate 
and untimely in Northern India. Moreover, the factors 
mentioned above as adversely affecting the overseas trade 
-continued to operate. The dearth of tonnage became 
more pronounced and freights rose higher. The freights 
from Calcutta to London rose 7 times and those from 
Bombay II times what they were at the beginning of the 
war. The necessity of the Government intervention 
•and control 'was intensified, and although the policy of 
stimnlating the export of some articles to the United 
Kingdom, the alhed countries and those manufacturing 
munitions for the Allies, was pursued, the general effect 
of the Government control -was to restrict the recovery 
of trade. The net result of all these factors, favourable 
and unfavourable, was that the export trade recovered 
appreciably, but that the import trade continued to 
decline. The export of total merchandise including the 
Government stores and re-export of foreign goods increased 
by 9 per cent, but the import decreased by 5 per centj 
■ as- compared with those in 1914-15 which contained eight 
war months.^ The recovery in ^the export of jute;, 
gunny bags and cloth, raw wool, and tea in Tparticular 
was noteworthy. 
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During 1916-17 tlie famine in tonnage became more 
serious, and at tlie close of tlie year tie freights rose to 
14 times their pre-war level. The rates^from Bombay to 
London at the end of 1916-17, as compared with those 
a the close of 1915-16, rose by 90 per cent, and the rates 
from Calcutta 60 per cent. The rates to the Far East 
also increased, but not to the same extent as those to 
the Western ports on account of the greater activity of 
the .Japane,se shipping companies. Another adverse 
factor which began to operate from this time was the 
curtailment of the sale of Council drafts on the part of the- 
Secretary of State for India, which introduced serious 
^f&culties in the finance of trade operations, and which 
is fully dealt mth in the chapters on finance. The monsoon 
this year, however, was particularly good. It came Tly! 
stayed late, audits distribution was exceptionally uniform. 
This was fortunate, because the winter rains ivere much 
below the normal. The crops therefore were on the whole 
better than those of 1916-16, and the out-turn was above 

t e average of the pre-war quinquennial period. Moreover 

other favourable factors, affecting both the export and 
mport trades, began to operate from this time onwards. 
With regard to the former, as the demand for munitions 
of war rapidly increased with the progress of the war 
and as the resources of the allied countries had become’ 
most severely taxed by this time, the demand for Indian 
produce and manufactures for war purposes became keen, 
and developed in intensity during the following years of 


U.e »-ai ay conaidetation of their prices 

».t of LI had 0 '“.“■'Goverp- 

hhe» ..p„* ‘ d c r, T™ 

o« 0>L a^o Jt t“?h 1 

>«d the U.S.A beoao f„ ? , “*■ 

miri + o n to display a considerable acti-vntr 

and to secure tie custom entirely losf n, ri 

Aortria. apd to a„ appreeiabie .ptLTbXSw' 

LTXTII- “»”»■ 

lue ot India s overseas trade in T«)Jfl-T 7 on i 
a substantial increase as compared viti that in m7l6 

nST: --i by 

of tl Tr“i Nevertieless, the value 

cf tie export trade did not yet recover completelv from 

the ehects of tie war as it was 2o/„ below that of 1913-H 

tie pie- war year, while the recovery of tie value of the 

jmport rade was far from complete, because it was 16o/ 
below that for 19I3-M. xu/o 

. of vrt.1 opd coptippcd. 

Ih roop^op^ Good, the crops,,,, OP th, 

for export was considerable. But tie scarcity of + 

made itself felt still more, and the frei nt ^ 

h more, and the freights continued to- 

leap up wards, with tie result that the overseas trade merely 

maintained the position reached in the previous yeaf 


the imports of merchandise being the same in value and the 
•exports decreasing by only one per cent. Thus, although 
four official years had elapsed since the upheaval caused 
by the outbreak of the war, India’s overseas trade, far 
from showing any expansion, did not even recover complete- 
ly from the elects of the upheaval. This was specially 
so in regard to the value of the imports of merchandise. 
The result was that in this year India, which had hitherto 
held the second place in the Empire’s trade, next only 
after the United Kingdom, had to give it up in favour 
•of Canada. 

The year 1918-19 was remarkable from the point of 
view of trade, as a large number of conflicting 
events were crowded into it. The first half of it was 
oharacterisedby a considerable vigoiu: in the production of 
munitions and the export of articles of national importance 
•and high prices. These efforts, however, were checked 
by a silver crisis caused by the depletion of the Government 
rupee balances, and the rise in exchange and a still greater 
scarcity of tonnage. Nevertheless, the monthly figures 
of the overseas trade showed an appreciable increase. 
Then came the armistice, and the position changed 
•completely. Military activities could not be reduced 
immediately, but private trade was suddenly curtailed, 
mainly because a large number of traders who had been 
gambling upon the protraction of the hostilities and a 
Continued rise in prices, found their calculations upsets 
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and the unhealthy speculation met its deserved fate. 
To add to this, a scarcity began to prevail in large tracts 
in Bombay, the United Provinces and some other parts 
oi the country, as the monsoon had failed badly. At 

■this cnticai time, a fierce epidemic of influenza spread ' 
•all over the country, exacted a toll of six million souls, 
besides incapacitating many millions for a considerable 
length of time, and thus seriously reduced the labour 
-available for agricultural operations. The net result 
was that the year’s exports of merchandise showed an 
increase of value of only 4 per cent over those of the previ- 
ous year. The imports however fared better, and an 
increase of 12 per cent was recorded. Nevertheless 
the value of the total exports of merchandise was only 
-2% above and that of the imports ivas still 2% below 
the figures for 1913-14. Moreover, even the small increase 
in the former case was almost wholly due to greater re- 
exports of foreign goods. 

It is thus seen that untiri918-T9 India’s total overseas- 

trade, far from showing any expansion, had not e^-en 
recovered completely from the adverse effects of the war 
even if only the value and not the volume of trade 
taken into account. Moreover, this recovery in the value 
was mainly the result of the rise of prices in the case of the 
-exports , and entirely so in the ease of the imports. It 
is therefore important to eliminate the effect of the 
rise in prices. Por this purpose, the value of the 



exports and imports during Me succeeding years 
s lould be calculated on tbe basis of tbe level of prices 
prevailing in 19I3-M. The calculated values would then 
represent wliat the values of the exports and imports would 
^ have been, if the prices had remained on the same level 
as in 1913-14, the difference between the calculated values 
of the trade in the succeeding years and the value recorded 
in 1913-14 representing the variation due to the change 
in the volume of trade, and the difference between the 
calculated values and the actual values recorded in the same 
year representing the variation due to the change in 
prices. The official figures of the rise in average prices 
in respect of 61 articles of import and 60 articles 

of export as compared with the pre-war year 1913-14 are 
as follows.^ : — 


Imports 

Exports 


1913-14 1914-15 1915-16 1916-17 1917-18 1918-19 

tni 211 268 

100 102 103 117 125 150 


The following figures are of the recorded values of 
the overseas trade in total merchandise in £ million. 

1913-14 1914-15 1915-16 1916-17 1917-18 1918-19 
Imports 127.5 96.5 92.1 106.8 109 6 125 7 

Exports 166.0 121.4 133.0 167.9 163.3 ITO.'ff 

*Beview of tbe Trade of India, 1918-19 b 2 ^ 4. 

orepaaoy between the rise in the prices oUmportsand^vDorT 
was not exceptional, because tbe same phenomoLn oocumd 7n 
the case of the Argentine Eepnblic, the rise 

imports and exports in 1919 ai compand with 100 irtir 
year amounting to 300 and 170 per^^fc r^peSy. 
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Eroiii these two tables, the following figures of the 
value of the overseas trade in total merchandise calculated 
at the prices current in 1913/14, are obtained. 

1913-14 1914-15 1915-10 1916-17 1917-18 lOlS-19 
Imports 127.5 95.6 73.1 62.8 51.9 Ifj.y 

Exports 166.0 119.0 129.1 140.9 130.6 USJi 

These figures show that the volume of tJio imports 

declined continuously and rapidly and tliat the volume 

of the exports recovered to some extent in 1915/16 and 
a 916/17, but again declined considerably during the two 
subsequent years. The decline in the volume of the trmio 
is also brought out by the following official returns of tlte 
tonnage of .sliips entered or eloarccl with cargoes from or 
.for abroad.-"' 


The tonnage of vessels e 
sea-borne trade whldi entered 
ports in iiuliion tons/f 




-l.oimage of 

vessels 

entered 


Total 17.5 . 17.4 . 12.8 12.1 12.0 10.8 10.4 

^ Ct Fucbs—pie Trade Policy of 'Great Britain and Her 
Colonies since i860, p. 07. - 

t Keview of the Trade of India lOlSGO p. 77. 


46 



Tlie progressive decline in the tonnage of vessels- 
%iitered and cleared from Idli-W onwards, as compared 
with the figures for the previous years, is striking. There 
would have been no reason for deprecating the 
decline in the volume of the exports, if their value had 
recovered in a couple of years from the effects of the 
war and then had increased substantially, for to sell dear 
and to buy cheap is what pays. The decline in the volume 
of the imports, consisting mainly of manufactured goods 
essential for a direct consumption or further production 
imposed serious hardships upon the people of the country, 
and demonstrated the dangers of the economic deterioration 
as a result of which India since the early decades of the 
last century, has largely become the supplier of raw 
materials for the industries of the Western countries, 
and the most valuable market for their manufaetured 
goods. From the eighties of the last century Indian 
economists repeatedly pointed out the grave dangers .of 
the excessive riiralisation of the country, and her almost 
complete dependence upon the foreign countries for essen- 
tia! manufactures, and the above figures of the rapid 
decline of the volume of the imports during the war give 
a practical and valuable proof of their contentions. 

Those figures also prove the inaccuracy of the belief, 
popularly held, and tacitly supported by Mr, Shirras 
and some official publications, that India ^s foreign 

See Sbirras — ^Indian Finance and Banking, pp. 16 and 50 ^ 
ReTiow of the Trade of India and the Financial Statement and 
Bndget, 1918-19. 
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trade enjoyed an immense prosperity during the war. 

This belief is due to the abnormal increase in hex favourable 

balance of trade brought about by a 

of merely giving to her people large quantities of pap 
Money and precious metals, which were largeiy hoarded, 
while the true test of an increase in the prasperit> 
of a country lies in an increase in her consumption of goods 
which go to make up a civilised standard of life. A 
few traders especially in the capital cities, made la . 
profits out of the war conditions, and this also has le. 
superficial observers to believe that India gaincc an 
immense prosperity during the war, but ^ 

dence of any general improvement in tbe standard of he 
in the coimtrv. Moreover, as will he explained in th ■ 
concluding chapter of this book, if the war had not ii^r- 

veiled, the pre-war expansion of India s foieigii 

would probably have continued for some years, althoug 
perhaps at a somewhat slower rate. 

The value of India’s foreign sea-borne trade did not 

exceed the figure which it had^ hed in 1913-H, to any 

of tlie cld niercantilistic f trade ’ and ‘ unfavour- 

cantilistic ^ UteLly. Preipiently, it is 

able balance o£ S'! . ^ g, conntiy as a whole can 

even imagined that the on y g^ excess of exports over its imports 
secure fro m foreign trade is n Ugson of tho experience of th o 

“oU^tlo^ey'^Sco ^ the Dollar, p. 179. 
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Tonnage became more a conditions, 

on trade ^;er rlTe/^^f -^^"^tions 

e-nem, .itfi 

lucre active, and there was .]Z 1 
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ed, tie coarse of f ade oo'oals had to he maintain. 

ivas an unfavourable factor in fit’ ‘ ^ Caxcbange 

l-ade. Moreover, it would be 

Increase .n tko quantity of exports and imports c‘orr"'l.;' ‘ 
mg to the increase in their v^'ra -a 
- ^918-19, and although the "w 

commodities a further iein mi-: 

in the case Ao-in t’ • " aminport-ant factor 

Agmn. the increase in the vriur. o^ n- < 

much more marked than that in the ot' inii^ 

Je oimer being nearly double the latter Whilt (1 ' 
most valuable export in i 9 i<t lO ■ ^ ' ^ 

its place was taken by coin r 'T’ “ 

its total value beiim £o8 mil ll " " 

in the previous year" ^ ^ £30 million 

from £8f milliL to £161 
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'.riii'j o.A])a]:j.sioii in tlie value ol foreign trade, lioweTer, 
did iiGV endure*, and in 1920-21 the balance of trade iiioved 
against liidia, Ijecausc, while she imported comparatively 
large aniounts of inaniriactored goods not available diiriiig 
the wrj‘, her export trade received a 'substantial set-baeic 
for several reasons. *lnrstly, the embargo on the exporir 
of food-graijis had to be cojitinued ' on account ol rhe 
iiiifavoiirablc agricultural situation and their high prices* 
Secondly, the exj^ort of Indian produce, especiall}^ , ra;w 
cotton, to Japan v/as considerably reduced , on accoiiiit: cjf 
the serious financial and commercial crisis in that coiiiitrrv 
Thirdly, the economic situation in Central Europe In-n-aire 
worse, largely on accosint of a fiiridier inflation of currenej 
and de2:)reciat'ioii of the foreign exchanges, tl;c oiitpiit ti 
its industries and its exports did not improve, it coaid 
not obtain credits to any substantial extent, and coure. 
cpiently its ability to purchase commodities from other 
Gountries diminished considerably. This reduction in, 
the efieetive demand on the part of Central Europe 
s iibstantia lly affected India's export tradey as it has been 
a valuable market for Indian produce. Fourthly, the 
other European and the American markets were over- 
stocked with Indian produce on account of its large im- 
port in the previous year and the inability of the industries 
of these countries to use it up fully, and consequently 
less Indian produce could be disposed of in these markets. 
Finally, the adverse effect of exchange fluctua;tions continu- 
'^ed during this year also. Thus even in 1920-21 [India's 
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foreign trade could not free itself entirely from tlie iin fa- 
vourable effects of the war. 

Having examined the general effects of the war on 
the value and volume of the foreign sea-borne trade of 
India, it seems desirable to proceed to compare them 
with those of the other principal countries of the world. 
However, the comparison will have to be restricted to 
the eflects upon the values only of the trades of the several 
countries, because it is impossible to find out the volumes, 
due comparison will be useful in. examining the validitv 
of tJie argument of those wlio assert that India has 
benefitted from its ruralisatioii, vh, that the trade of 
agricultural countries sufiers less from the shock of a war 
than 1 {.'at of inaniifacluring countries. Even to-day this 
argiauenfc is irequenily advanced by those who have neg- 
lected a comparison of this kind. The foriovring figures ol; 
the foreign trades in merchandise of the principal countries 
01 llie wwld will be found instructive for this purpose- 




Value of imports and exports of merchandise of certain 

principal countries.^ 


Ilf'll'TED SCmaOOM £ miHton. 
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.334.8 553.7 

1910 

73.2 
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1916 .. 
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70.1 

1 3 U. <( 
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531.9 12,58.0 

1918 

96.2 
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1918 . . 

589.1 1183.9 
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Year. 
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1916 
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35.4 46.8 


30.1 
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53.0 
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1914 

1915 
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Year. 

1914 

1015 

1010 

1017 

1918 


Imports 

21.7 

19.3 

30.0 

33.2 

61.2 


Exports 

24.1 

27.0 
07.5 

41.1 
45,4 


CANADA 


Year ending 
March 31st. 

1913’! 4 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 


Year 

Imports 

Exports. 

1913 

41.8 

06.0 

1914 

. , 35 . 3 

30. -9 1 

1915 

31,8 

16. 7 

1916 

40.4 

23.8 

1917 

.. 36.5 

28 . 5 

1918 

49.5 

32.0 

Millions dollars. 

Total 

Imports 

Total 

Imports 

for home 
Consumption 

Exports 

650.7 

633.7 

479.0 

029.4 

587.4 

490.8 

564.5 

642.1 

'. 882.9 

(a) 

873.4 

1375.8 ■ 

(a) 

962.5 

1586.2 

(a) 

910.4 

3259.9 


(a) Mo longer published. 


* Including bullion but not specie. 
bave4^n°^*Dorfp^«f *.°^Sold, which in normal times would 
Jiank oi England. No information is available for later years. 
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Total. 

10 i.O 

79.7 

75.1 

3.4 

78'. 5 

10 uc 

39,8 

30.3 

1.7 

37.0 

1014-15 :i;.. 

(54.4 

58.1 

2.5 

rd).o 

1015- iO .. 

' 77 . 5 

■ 71.8 

3,0 

74.8 

30.U>-17 .. 

70.2 

95.1 

2.9 

98.0 

1 0 ] 7 - 1 8 

00.8 

72.0 

30.0 

75.0 

1918-10 . . 

93.5 

103 . 7 

3.1 

100. S 


1 etir eiKUn.'' 
;;\rarei?. ;Usf;. 


Jux port.-4 

&, . 

Iic-export'^i- 


All examination of tiio proportional loss or gain of the 
principal countries revealed in tlie above tables, leads 
to the conclusion that India has been one of the vcorst 
sufi'erers from the war, so far as foreign trade is concernetL 
Her iinport trade suffered more than that of all the other 
countries excepting Russia and xiustraiia, and her export 
trade also suffered more than that of all the other 
countries except the United Kingdom, France, Russia 
and Australia. India thus shares with Russia and Airstra- 
lia the unenviable distinction of being hit hardest in trade 
matters, and this proves that the argument that the trade 
of agricultural countries is least affected by a war is not 

Including bullion and specie excepting 1917-18’ 
t First six months only. 

J In 1914; the trade year was changed from the calendar to 
the financial year ending June 30. 



applicable in her ca-se. During tbe war, tbe scarcity 
of tonnage was the predominant factor and the vital consi - 
deration for agricultural countries was their proximity 
to or distance from Western Europe, the workshop of the 
world, to which their bulky raw materials must be shipped 
for disposal. The Argentine Eepublic, Brazil and Canada, 
the suppliers of foodstuffs and raw materials to the facto- 
ries and workshops of Western Europe, and the U. A. 
which -was such a supplier to a large extent, felt the adverse 
effects of the war in a far less degree than India, and 
even profited from it, on account of their ^lorter distance 
from Western Europe. They could export their raw 
materials to Western Europe and import manufactured 
goods therefrom with less shipping difficulties than India 
■could do, and the figures of their export and impc-rt of 
merchandise were, correspondingly affected. The fact 
that India was a supplier of raw materials failed tc* give 
her any advantage during the war, because she had to 
contend with far greater shipping difficulties. It has al- 
ready been explained that with the progress of the war t he 
freights from Bombay and Calcutta to Western Europe 
rose rapidly and continuously. The trade of Australia, 
which is even more distant from Western Europe 
than India, was hit hard for the same reason. If the 
geographical situation of India with regard to Western 
Europe had been more favourable, her dependence upon 
ag ricultu re would Iicve been less objectionable from this 
* Of. Sargent— Seaways of the Empire, pp. 45 following. 
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point of view, aitliongh it would have remained open 
to serious objections from other points of view. But, 
situated as India is, the war has demonstrated the grave 
dangers of her dependence upon agriculture. The extent 
of the opportunities, which were open to Ijidia, ricli as 
she is in raw materials of all kinds, if she had directed 
her attention to industrial development before the war, 
and which she threw away by neglecting that development, 
is shown by the table relating to the trade of Japan. While 
India’s trade was painfully endeavouring till tlie cessation 
of the hostilities merely to recover from the adverse eiiects 
of the war, making it futile to expect its expansion, Japan’s 
export trade had more than trebled, and Iier import trade 
had increased 2i times, by the time of the armistice as m * 
compared with what it was just before the commencement 
of the war/'^' Japan’s trade exhibited this phenomenal ex- 
pansion during such a short time, in spite of her unfavour- 
able geographical situation, '^nd her far greater dependence 
than India upon foreign sources of the supply of raw 
materials, probably because her people and Government 
were wise enough to realise the necessity of an inxlustriai 
development before^ the war, and to utilise fully the 

It is true that Japan’s comnierciai iwosperity received a sub- 
stantial set-back after the armistice, but there is considerable 
evidence to show that Japan is now recovering rapidly from the 
effects of the recent crisis, and it will be generally admitted that, 
in spite of the crisis, her commercial position is much stronger 
to-day than it was before the war. See, for instance, the 
Year Book of Japan 1920 and the Statesman’s Year Book 1920, 

This factor should be*borneia mind in considermg later references 
to the effects of the war upon Japan’s economic i)osition. 
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point of view, althongH it would have remained open 
to serious objections from other points of view. But, 
situated as India is, the war has demonstrated the grave 
dangers of her dependence upon agriculture. The extent 
of the opportunities, which were open to India, ricli as 
she is in raw materials of all kinds, if she had directed 
her attention to industrial development before the war, 
and which she thrcAv a*\vay by neglecting that development, 
is shown by the table relating to the trade of Japan. While 
India's trade \vas painfully endeavouring till the cessation 
of the hostilities merely to recover from the adverse ehects 
of the war, making it futile to expect its expansion, Japan’s 
export trade had more than trebled, and Iier import trade 
had increased 2^- times, by the time of the armistice as 
compared witli what it was just before the commencement 
of the w£ir.’^ Japan’s trade exhibited this phenomenal ex- 
pansion during such a short time, in spite of her unfavour- 
able geographical sitixation/tind her far greater dependeaice 
than India upon foreign sources of the supply of raw 
materials, probably because her people and Government 
were wise enough to realise the necessity of an industrial 
-development before the war, and to utilise fully the 

It is true that Japan's commerciai prosperity received a sub- 
stantial set-back after the armistice, but there is. considerable 
evidence to show that Jaxmn is now recovering rapidly from the 
effects of the recent crisis, and it will be generally admitted that, 
in spite of the crisis, her commercial position is much stronger 
to-day than it was before the war. See, for instance, the 
Year Book of Japan 1920 and the Statesman’s Year Book 1920. 
Tiiis factor should be'bornein mind in considermg later references 
to the effects of the war upon Japan’s economic position. 
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i:nprecedonted opportunities, wliicii tiie war presented,, 
b}' carrying forward that development by all tlie means 
at their command. 

The slow recovery of India’s foreign trade was also 
partly due to the great difficulties of railwa}- trajispoil 
and the resultant congestion and confusion of traffic.* 
War conditions imposed a heavy strain upon tlic i'fiilv.:iv 
.system, and the volume of traffic requiring raiiwa\- trans- 
port continuously increa,sed with the progress o,f the war. In 

the first place, a large amount of traffic had to bo diverted 
from the sea to the railway routes on account of tlie gr.'w- 
ing shortage of coastal .sMppiug resulving from iJic war. 
Sccondb , the military traffic, consisting of troops, supplie.s 
and stores for overseas, end iaunitioii.3 and oilicT traffic 
es, 3 cntial for the conduct of the war, continued to grow. 
Some idea of the growth in the demand far transport 
facilities may be obtained from the fact that at one period 
the prexerential traflic including coal occupied SO per cent 
of .the total rolling stock. W'Mle the traffic iiu-roa.sed 
in thi.s way, the ability of the rajiwa3’.s to handle it uecliucd 
progressively. This was partly due to tlie J'.u-i. that loco- 
motives, rolling stock, rails and other materials and siaif 
had to be supplied for the construction and working «f 
the mihtary railways in Mesopotamia and other theativ.s 
of war. But the main reason was tiiat tiie Indian 
railway .system was completely dependent upon the United 

*Cf. Railway Administration ReiwSlui047i^^ 
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Kingdom, not iiierel}^ for increasing its equipment, out 
even for all materials essential for the upkeep of its existing 
services. During the war it became extremely diffieiiit 
to obtain any railway materials from the United Kingdom, 
whose workshops were engaged in the manufacture of 
munitions, and the Indian railway system, far from beino- 
able to increase its equipment so as to cope satisfactorily 
with the increasing demands made upon it, found it veiv 
diiiiciilt even to make good the ■.wear and tear. Its stock 
o' materials for this purpose, was gradually exhausted, 
and had the war continued longer, the efieet oi' the 
general standard of the railveay service \eGiild have been 
serious. It is true that the net receipts from the raiiv/ays 
continuously increased during the war as explained later 
in Chapter IV, but this is rather an indication 
of the intense demand for railway facilities tlum of 
the efficiency of the railway system. It is certain that 
the receipts -wouid have been, greater, if the system had 
been able to meet the demand promptly and adequately. 
Tlip.t tlie huge railway system of a vast country like India 
should be almost wholly dependent for tlie materials essen- 
tial for ordinary repairs upon anotlier country thousands 
of miles aw^ay, the supplies from which are bound to bo 
cut oS during critical times, is another indication of the 
fundamental industrial , deficiencies of India. Here, 
also, as in several other directions, the war has taun'ht 
tlie urgency of an industrial development in India. It 
is satisfactory to note that more energetic efforts are now 
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being aiade to make India more independent of outside 
sources in the supply of railway , materials, and that tiie 
GfOvernnient of India has undertaken to purchase in 
India annually for ten years a large number of waggons 
and other railway materials manufactm-cd ijithe country.'''' 

It has been argued that \?hile the British Empire 
was engaged in a deadly struggle for its %-ery (existence, it 
was unreasonable to expect that the trade of India should 
have expanded during that critical period. This argtanent 
may be examined by comparing the foreign trade of India 
■with that of the other important parts of the Empire. 
The export trade of the ITtitcd Kingdom sufiered more 
than that of India, but her import trade fared much better. 
The position of the United Kingdom, however, was e.xct'p- 
tional, as she was the mainspring of the allied resistance, 
to the enemy, and a large pait of her imports was used 
for war pui'poses. On the other hand, the trade of Canada 
fared far better than that of India, her exports trebling 
and imports increasing 11 times by tiie time oi the 
cessation of the hostilities as compared with wliut they 
Tiid been during the pre-tvar year. It has already been 
pointed' out that in 1917-18 India, _ which had till then 
held the second place in the Empire’s trade, next only 
to the United Kingdom, had to give it up in i'aviuu' 

■ of Canada. It may be said that this increase in Canadafs 
trade was faciUtated by her proximity to the U. 8. A. Eu 


^ i 8»i t i. p. #u0* 



means of judging wliether this was the case are available, 
but even if it was true, it does not affect the conclusion, 
namely that the war affected India’s trade far more 
adversely than that of Canada. The import trade of 
the Union of South Africa fared a little better than 
that of India; it is not possible to draw any conclusion 
witJi regard to the export trade, because no information 
is available regarding the export of gold bullion, which 
being mined in the country, is one of her staples of export. 
The trade of Australia even, hampered as she was by her 
unfavourable geographical situation, fared somewhat 
better than that of India. Hence, it does not seem 
unreasonable to expect that the trade of India should 
have shown some signs of an expansion during the war 
and not merely of recovery. 

The result of the examination of tlie effects of the 
war upon India’s trade has been mainly unfavourable 
so far. However, the enquiry reveals ' an encouraging 
feature, namely an increase in the proportion of the 
exports of fully or mainly manufactured good s as compared 
with the exports of foodstuffs and raw materials. 


This is brought out by the foliowmg figures : 



However, it lua}- b ; po'nted out that on a closer exa- 
.minatioii, it apj^ears that this feature i>s not so encouraging 
as it seems to be at first sight. In the first place, it is not 
extravagant to hold that India's trad* should have made 
a greater advance in this direction. The extent of the 
opportunities for this advance aforded hy the war, is 
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Tevealed ill t lie figures of Canada’s trade, wliicli achieved 
a niiicli greater progress in increasing the proportion of 
the export of manufactured goods. While this proportion 
ill the case of. India’s trade increased from 22.4 per 
■cent ill 1913-14 to 31.2 per cent in 1917-18, it increased 
from 19 to 43 per cent during the same period in the case 
of Canada’s trade. This is shown by the following table : 

Values of classes of exports of merchasidise from Casiada 
ill million dollars. * 


Produce of 

1912-3 

1913 4 

1914-5 

1915-6 

1916-7 

1917-i 

mines. . . 

57.4 

59.0 

51.7 

.■66.5 

85.6 

73.7 

fisheries 

16.3 

20.6 

19.7 

>2.4 

;24.9 

32.6 

forests . . 
Animals & 

9.8 

9.5 

9.4 

7.8 

8.3 

10.3 

their ' 

produce. 

44.8 

53.3 

74.4 

102.9 

127.8 

172.7 

Agricultural 

produce 

150. 1, [ 

.198.2 

134.7 

249.7 

373.4 

567.7 

Manufac- 

tures , . 

77.2 

90.8 

118.8 

285.6 

525.0 

678.3 

Miscel- 

laneous. 

0.1 

.1 

.6 

6.8 

6.3 

4.7 


In the second place, it is likely that a part of this 
increase in the proportion of manufactured goods in 
India’s exports will vanish with the return of normal trade 
conditions. The increase during the war was brought 
about by abnormal conditions, and was mainly the result 
of much larger exports of manufactured jute and leather 


^ Statesman’s Year Book. 


goods, the values of their exports increasing from £ 
and 2.8 million respectively in 19T3-I4 to £ 35.1 and 6.5 
million in 1918-19. The large increase in the export of 
gunny bags and cloth vcas entirely for military purposes,, 
and with the end of tlie vrar this abnormal demand lias 
ceased. Another, though a much less important, factor 
is connected with the fact tiiat during the war the lir.glish 
t^overnment temporaril}’- sacrificed the interests of the 
Dundee jute mills by encouraging the Calcutta juie inilis 
to manufacture and export far larger quantities of jute 
goods, because the shipment of the raw jute from Calcutta 
to Dundee, and that o' the goods iimniifaetiired from it 
from Dundee to the tlieatres of war operations, would 
have taken up much more tonnage than the sliipmenl 
of jute manufactures fiom Calcutta to the war thcatresi 
at a. time when the savimi of much tonnage as pnsslbh' 
was the supreme considertitioii. The war being 
ended, the Dundee mills wilt in all probability reggln tlieir 
pre-war normal position, and it is likely that a part of the. 
normal increase in the world demand lor jute manufactures 
in the near iLitiire orer pre-war Jcjuanrl wih ho met 
by T/Iie Dundee milk. Again, lahoar (hiheulties and tiie 
possibilities that some substitute for jutc 3 may be found 
should not be ignored altogether. The increase in the export 
of leurlior manufactures al^o was, to a very large extent, 
for jiiiidary purpose;?, and w^as encouraged by t!ie Engiisfi 
Goveriimeiit in order to save the tonmige, although the 
leather industry in India was not on quite ii sound 


basi,^, tlie methods of tanning hides and manntactu-ang. 
goods being somewhat crude and lagging behind the 
progress made in the Western countries. This military 
demand has ceased, and further, with the return of normal, 
conditions, the German leather industry will re-appear in 
the market, the English industry has been freed from its. 

restrictions, and the American industry has been, 
strenuously endeavouring to secure a larger share of the 
European trade in this commodity. It is therefore likely 
that the world market for leatlier manufactures will again 
be large!}' secured by tlie leather industries in these three 
countries, and that India will in a substantial measure 
resume its pre-war position of the supplier of the raw hides 
and skins to them. However, a part of the gain achieved 
by India during the w'ar - will probably remain, as 
eiideavours are" being made to place tide industry on a 
xsouiid footiiig, and to enable it to compete with its rivals 
ill the otlier countries, by the adoption o ' the latest 
nietliods of tanning and manufacturing, and by a proper 
organisation of tJ«c industry. 

The great lesson taught by tiiO' war to India from 
the trade point of view is thus the urgency of her industrial 
progress. The vital need of the fullest- attention to tliis 
prol)iein becomes still more evident from a comparison 
of the value of the total trade in merchandise per head 
of the population in India and Japan How far the general 
bedief mentioned above, in the prosperity of India's trade 
in recent years, is correct, will be realised from the fact 
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Hiat, wliiie tJie value of the total trade of Japan in merdm u- 
flise per iioad of the population was nearlv equal to riiat 
of India just before the- Russo-Japanese War, by I 913 
had advanced to £2.55 per head of the population and 
snll further to £6.36 by 1918, the yaiue of the total trade 
ux India in merchandise per head of the popuiation bcim> 
£0.94 in 1913-H- and £0.95 in 1918-X9.=-'= A comparison 
ootween the economic progress in Japan and Imha in 
recent j-ears leaves the impression that the main reason 

was in the same position as India in 
1-04, leu her behind in 1913, and far beinhul in PJld, is the 
fact that, while the people and Govenmient of Japan 
cuideavoiired harmoniously to foster her industrial proo-re.ss 
bj all the moans at their ' command after tin. Russo- 

Japanese War, those in India comparatively neglected 
tjucli a progress, f 


CHAPTER I!. 

Recent Tendencies in the Distribution of Forelidi Trade 
and the Policy of fmperial Preference. 


A. The Distribution of India’s Export Trade. 

From the beginning of this cent my npto the coiu- 
inencement of the war, the flow of India's e.vport trade 
■ ^owed a tendency tow ards a diversion from the Tnited 

* Knancial Amuml of Japan 10 la 

tSeeCW Oiuma’s “Fifty Years of Jlew Japan.” 


Kingdom to Continental Europe^ especially Germany, 
and to tlie U. S. A. and Japan. During tlie war this flow 
was made to revert from Continental Europe to the United 
Kingdom and the British Empire by artificial means; 
and the war being ended, endeavours are beijig made to 
prevent the kind of diversion which [took place before the 
war, and to secure a larger share of India’s exports for the 
United Kingdom and the British Empire by other arti- 
ficial means. Therefore, it is desirable first to consider the 
causes of the pre-war diversion, and how far it benefitted 
India, and then to examine the artificial w^ay in which the 
Trade wa.s made to revert to the United Kingdom and 
■the British Empire, and how far this reversion was condu- 
cive to the interests of India, and iinaliy tc» examine tlie 
other artificial means, by which it is sought to maintain 
and increase this reversion. In order to understand the 
present position, it is necessary to examine in some detail 
the tendencies which prevailed before the war. 

At the beginning of this century, 29 per cent of India’s 
exports were taken by the Uriited Kingdom, 25 per cent 
by Continental Europe, 24 per cent by the Ear East, 
7 per cent by the U. S. A., and the remaining 15 per cent 
by other countries. By 1914 the share of the United 
Kingdom had fallen to 24 per cent, and that of Continental 
Europe had increased to 29 per cent, |}ie Far Bast took 
17 per cent, mainly owing to a large decrease in the export 
^of opium and cotton yarns to China, the U, S* A. 9 per cent, 
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and other countries 21 per cent. Germany, wliicli stood’ 
third in the list of India’s customers in 1900, taking £5* 
million of Indian produce, attained the second rank in 
1914, next only to the United Kingdom, importing 
£17.5 million of India’s produce. The relative rapidity 
in the growth of Indian exports to Germany becomes 
evident when these figures are compared with £20.5 and 
38.5 million of Indian produce taken by the United King- 
dom in 1900 and 19X4 respectively. Japan, whose share 
vras £4.2 million in 1900, standing 6tli on the list, 
increased her share to £15.1 million, and reaclied tlie third 
place. The U.S.A. took £5 and 14.5 million of India];, 
exports in 1900 and 1914 respectively, Belgiiinu Italy. 
France and Austria also increased their shares. 

Till the closing decades of tlie I9th eentiu*}', aithoiigli 
a freedom of trade prevailed since 1813, the other ijatio.nb 
did not make any special efiorts to de\ elop direct trade 
relations vcitJi India, and the United Kingdom carried on 
a coii.siderable entrepot trade in Indian produce, fulfilling 
the fiiuetion of a distributor of the produce ajnonu 
other countries. This pre-eminence in India's export 
trade was the result of unrivalled faciiitie.s which 
she enjoyed in India. She was politically supreme in the 
country; the export of bulky raw .materials from India 
depended .mostly the British shippi],ig, as t].ie shi|)ping 
of other nationalities occupied in the Indian trad«‘ wa.- 
insignificant; most of the exporting and importing 
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mercantile liouses were English; so were the Exchange 
banks, which conducted the financing operations; the rail- 
ways in India were built with English capital and managed 
by English companies; the Government of India pursued 
the policy of encouraging the cultivation of wheat, long- 
stapled cotton, jute, tea and linseed, with a view to increase 
their export to the United Kingdom. These and other 
similar facilities enabled the United Kingdom to carry 
on a lucrative trade as the distributor of the Indian 
produce. 

The situation, however, began to change from the clos- 
ing decades of the last century, as the other nations, thi- 
therto content with receiving a part of the Indian produce 
through the United Kingdom, began to direct their 
attention to the advantage of elideavouring to dispense 
with the services of the United Kingdom as a distributing 
agent, by developing direct trade relations with India. 
This desire was stimulated by other considerations also, 
such as the advantages which would be secured for pushing 
the sale of their manufactures in the Indian market, 
and for obtaining larger quantities and better qualities of 
Indian raw materials for their own industries. Germany, 
which had set her own house in order and commenced 
a rapid industrial advance by 1890, led the way, and was 
followed by Japan, which redoubled her activities in this 
direction after the Eusso- Japanese yrar. The U. S. A« 
and France also made similar endeavours, which, however 


were not in any degree comparable with those made by 
Crennany and Japan. The two former countries, to a 
considerable extent, remained content to deal with 
India through London, and to utilise the available English 
■services. 

The organisations established by tliese countries to 
develop direct trade relations with India were jiieant 
to secure the facilities which the United Kingdom enjoyed.^ 
and received the whole-hearted siip|)ort of their resi^ective 
Oovernments. In the first place, special eilorts were made 
to develop the carrying trade with India, so as to be able 
to reduce the dependence upon the services of the British 
shipping. Tims the tonnage of the German sbipping 
engaged in the Indian trade increased from 208, OCO tons 
m 1900 to 854,000 tons in 1914. The Japiinese si lipping 
increased from 32,000 to 294,000 tons during tlie same 
period. It is true that these fi.giires are far smaller than 
the increase of the British shipping engaged in the Indian 
trade from 3.3 million tons in 1900 to 6.4 million tons 
in 1914 , But it is the comparative rapidity of the deveh>p- 
ment in the first two cases, which deserves notice, as indicat - 
ing the general tendency, and not the absolute figures. 
Hovrever, the French shipping engaged in the Indian 
trade during 1900-14 did not increase, but merely remained 
fairly steady at 90,000 tons, with a couple of jumps t(') 
100,000 tons, while the XJ.S.A. continued to be conspicuous 
by the absence of any shipping of their own. Secondly, 
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ineix'antiie houses for conducting the import and export 
business were established . bj Germany, Japan and 
Austria at the chief Indian portsj Calcutta, Bomba r, 
Karachi, Madras and Rangoon. It is true that the main 
object in organising these houses was to push the wares 
of the respective countries in the Indian market, but the 
houses directed their attention also to the export trade, 
aiid it should be noted that before the war India continued 
to export more to these countries than to import from 
them. France and the IJ.S.A., however, continued to deal 
vvith India through the English houses. France had no 
partieuhir stimulus for establishing liouses of her own, 
because her exports to India consisted mainly of articles 
oi luxury such as wines and silk goods, the sale of which 
could not bo pushed miicli further, on account of the low 
standard of living of the country resulting from her genera^ 
poverty ; and the U. S. A. did not pay much attention be- 
fore the war to the possibilities of foreign trade, on account 
of the great value of the home market. Thirdly, tlie 
ehdrts of the mercantile houses to increase the trade of 
their countries with India were admirably supplemented 
by those of the respective consulates in India, which 
gathered valuable commercial information regarding the 
possibilities of expanding trade with India, and dissemi- 
nated it among the houses in India as well as in their 
own countries. Fourthly, successful attempts were made 
by these countries to dispense with the services of the 
English exchange banks in financing the trade, by the 
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organisation of their own banks, with branches in all the im- 
portant trade centres in India. Thus Germany established 
the Deutsche Asiatische Bank, Japan the Yokohama 
Specie Bank, France the Comptoir National, and the U. S. A, 
the International Banking Corporation. 

The result of all these measures was that free and 
extensive markets outside the United Kingdom and the 
British Empire were developed for Indian produce, and that 
the United Kingdom lost the buyer’s monopoly, wliicli it 
had largely held before. This wide circle of customers 
enabled India to secure the fullest value for her produce, 
and her trade tended to flow more to these countries, 
and away from the United Kingdom. India was depen- 
dent upon other countries, chiefly the United Kingdom, 
for the manufactures essential for ci%dlised life, and her 
capacity to purchase them depended upon the surplus of 
her produce which was available for export, and upon the 
value realised for it. So the trade being unrestricted, 
India exported more to the other countries than she 
imported from them, and the full value secured for luer 
produce enabled her to purchase large quantities of manu- 
factured goods, especially from the United Kingdom. 

This comparatively satisfactory state of affairs was 
considerably altered by the war, during whose progress the 
flow of Indian export trade was made to revert from 
•Continental Europe to the United Kingdom and British 
Empire. As has been explained before , all commercial 


Telations with the enemy countries had to be prohibited^ 
several restrictions were imposed upon the export trade 
with neutral countries, in order to prevent the Indian 
produce reaching the enemy countries through them, the 
■export of some kinds of the produce from India was 
prohibited in order to make them available in India for 
militar}?^ purposes, and special measures were taken to 
stimulate the exports to the United Kingdom and some 
other parts of the British Empire. The exports to Belgium 
ceased on account of the military occupation of that coun- 
try by the enemy, and the exports to France were consi- 
derably reduced on account of the occupation of a part of 
the country by the enemy, and the economic dislocation 
-caused by the war. The result was that the share of the 
United Kingdom in India’s export trade increased fi’oni 24 
per cent, in 1913-14 to 28 per cent in 1918-19, that of the 
other parts of the British Empire from 17 to 24 per cent, 
while that of France was reduced from 7 to 3 per cent, 
•and that of the other foreign countries, excluding the U.S. A. 
■and Japan, was reduced from 23 to 13 per cent. The 
export trade however did not divert from the U. S. A, 
.and Japan, which increased their shares from 9 per cent 
.each to 13 and 12 per cent respectively .during the same 
period. There were several causes for this increase. In 
the first place, they enjoyed all the privileges of being allies, 
and. at the same time escaped from most of the handi- 
caps and difficulties, which were, experienced by the Allies 
in Europe. Secondly, India became far more dependent 
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upon imports from them, on account of tlio {liinciiltj 
of securing goods from the United Kingdom and the other 
European countries, and consecjiiently more ex]>orts tended 
to be shipped to them. Thirdly, the demand on the part 
of the other countries for Indian produce not capable 
of being turned to m’litarj iisj was considerably reduced 
on account of the, .serious reduction of the normal industrial 
activities, and India . could dispose of tlic excess produce 
rmt required hr the. other.. countries, only djy selling it to 
the IT. S. A. and Japa]i, which, and especially rlu' latter, 
were the least pre-occupied with the coiidiiet of tlic war 
or handicapped by it, and the most concerned with the 
progress of the normal industrial activities. Fourthly, 
Japan during the war siicccssfulU^ carried forward her w^ork 
of establishing national organisations in India for develop- 
ing direct trade relations with her, and the U, S. A,, also 
made a substantial progress in the same direction. The 
Japanese shipping activities in the carrying trade of India 
became far more important, and the Japanese steamship 
companies such as the Nippon Yusen Kaislia, the Osaka 
Busen Kaisha and the Ya.mashita Kisen Ivaislm*" orga- 
nised several new lines of services, with the result that 
the tonnage of the Japanese vessels engaged in India's 
foreign sea-borne trade increased from 29-1, UOO in 1913-14 
to 671,000 in 1918-19. The U. S. A., which, as explained 
before, was conspicuous by her absence before the war^ 
made a beginning, and the tonnage of lier vessels entering 
the Indian ports in 1918-19 was 37,000. Then Japan 
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organised more mercantile Houses in India, such as the 
Mitsui Biisen Kaisha and the Japan Trading Company, 
with numerous branches and extensive connections, and 
more banks for financing the trade, such as the Sumitomo 
Bank and the Bank of Taiwan, with branches in ail the 
important trade centres. 

Tiie result of the reversion of a substantial part of 
India's export trade from Continental Europe to the United 
Kingdom and the British Empire was that India had to 
sell a large part of her produce in a restricted market 
and although the prices rose during the war, and India 
secured a nuicli liigher value for her produce tlian she did 
before the war, she eouid not obtain the fullest value for 
her produce, which she could have done, if she had been 
able to sell her produce in a free world-market. This, 
liowcver, was inevitable in the case of a belligerent country 
in ivar-time. Moreover, although India secured higher 
prices for her exports, she had to pay far higher prices 
for her imports ; for, as explained before, the average 
prices of the exports by the end of the official year 1918-19 
as compared with those in 1913-14 had increased only 
by 50 per cent, while the average prices of the imports 
had increased by 168 per cent ; and it has already been 
mentioned that the capacity of India to buy essential 
manufactured goods from other countries depends upon 
the value which she realises for her surplus produce avail- 
able for export. 
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The restriction of the market for the Indian produce 
was unavoidable and necessary during the continuance 
-of the war, but on the conclusion of peace, the general 
-expectation was that the course of India’s export trade 
would be allowed to resume its pre-war freedom, and to 
flow to those countries which oiiered the best value for 
its staples. Efforts are, however, being made to maintain 
the reversion of India’s export trade from Continental 
Europe to the United Kingdom and the British Empire 
that was brought about during the war, and to effect a 
similar reversion of the trade from the U.S.A. and Japan. 
The war being ended, the artiffcial means which brought 
. about the reversion had to be abandoned, but other means 
more suited to peace times, and going under the name ui 
Imperial Preference, may be substituted to achieve tiu- 
same object. What these means are, will be considered 
in another section, and we may for the present turn to an 
• examination of the import trade. >. 

B. The Distribution of India’s Import Trade. 

From the beginning of this century up to tlie com- 
mencement of the war, India’s import trade, like her 
export trade, showed a tendency towards a diversion 
-from the United Kingdom to Continental Europe, 
especially Germany, the U- S. A, and Japan. During tijc 
•war, as explained above, the flow of the export trade was 
made to revert from Continental Europe to the United 
Kingdom and the other parts of the British Empire. 



Blit tHs clid^ in the case of the import trade. 

This trade with the enemy countries ceased althogether, 
and with the other countries of Continental Europe was 
•considerably reduced, but the advantage did not accrue 
to the United Kingdom, from which the import trade 
showed a more pronounced tendency to divert than before 
the war. The custom lost by Continental Europe and the 
United Kingdom was secured by Japan and the U.S.A., 
to which the import trade exhibited “a remarkable tenden- 
cy to divert during the war. Since the end of the war, 
this diversion of the import trade from the United Kingdom 
has been substantially reduced, but the recovery is not yet 
complete, and efforts are being made to check this diversion 
further and to redress completely the reduction in the 
relative position of the United Kingdom in the import 
trade by artificial means. Hence, it is desirable to measure 
the extent of this diversion and to determine its causes, 
■ and then to examine hoiv far the adoption of the artificial 
means will be conducive to the interests of India. 

In 1899-1900 the share of the United Kingdom 
in India’s import trade was 69 per cent, while those of 
Germany, the U. S. A. and Japan were quite small, 
amounting to 2.4, 1.7 and . 6 per cent respectively. By 
1913-14 the share of the -United Kingdom had fallen 
to 64 per cent, while those of Germany, Japan and the 
U.S.A. had increased to 6.9, 2.6 and 2.6 per cent 
respectively. Thus during this period Germany secured 
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Ji^arly as niuch of the share of the import trade as the 
United Kingdom lost; Japan’s advance, although 
not so rapid as that of Geriuanv, vas substantia!, while 
U.S.A. also showed a noticeable tendency in t!ie same 
direction. The causes of this diversion wc:c the same 
as those wliich led to a similar diversioji of the e.vport 
trade. As these causes have already been, e.vaniined at 
some Icngtli, it will be sufficient to state here that, from the 
early years of tlie last century till its closijjg decades. Enu- 
Isnd possessed an uncIispHted industrial supminacy. and 
that this, combined witli her political .supremacy in India, 
practically enabled her to inouopoli.se thi.s t'ulualde market 
.so far as the import of manufactured good.s iva.s concerned. 
-Ifroni that time however, Germany commenced a rapid 
industrial ad\-auce, and searcliingfor new i'oteigu markets, 
she saw the enormous opportunities offered by India. 
The various national organisations, which .she began to 
establish with state help in connection with the Indian 
trade, and wliieh have been already explained, 
enabled her to utilise these opportunitio,s. lu fact, 
these organisations were e.stablished more with the purpo.se 
of securing a larger share in India’s import trade than for 
increasing her share in the export trade; and although 
India continued to export more to her, than to import 
from her, by means of these organisations, Germany 
developed a considerable export, trade -with the Indian 
market. During the quinquennium preceding the war, 
Germany, having gained a ‘firm footing in the Indian 


bazaars with her goods substantially cheaper than 
the English goods, was rapidly increasing her trade 
with this market, and if the war had not intervened, the 
United Kingdom would soon have had to face a formidable 
competition with Germany in her staple articles of export 
to the Indian market. 

This success on the part of Germany was the result 
of her skilful manipulation of the power placed in her 
hands by the national organisations. Thus, some of the 
Uerman firms in India by means of a close co-operation 
secured a virtual monopoly of the export trade in certain 
kinds of produce, particularly hides, and were enabled by 
the large and sure profits made therefrom to extend 
their business, and to take risks in connection with it, by 
establishing numerous branches in the various parts of the 
country, in a way which they could not have other wise- 
done . Further, the German merchants and manufac- 
turers quickly recognised that as the standard of living 
of the masses in India was low on account of the general 
poverty of the country, cheapness and outside appearance 
of the goods to be oifered for sale in the Indian market 
were far more important than their quality and lasting 
properties, and consequently that it was useless to offer 
to the masses goods of a superior quality at high prices, 
when their low incomes made it necessary for them to buy 
the goods of a poor quality because they were cheap ; 
and that goods gaudily and brightly finished would be 
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more in demand than goods not so attractiv, aitlioiigh 
more lasting. They also recognised that as the masses 
were under the influence of many curious ideas and super® 
stitions, it was a much better business to attempt to 
manufacture for them what they required than to endeavour 
to educate them into purchasing what the manu- 
facturers thought they ought to have required. Having 
thoroughly grasped these principles of a siiece>ssfiil business 
in the Indian market, they put them into prcictice with 
great energy and astuteness. Agencies were established, 
in the principal trade centres, and the agents ];cisonalIy 
canvassed tlie bazaars, however small, gave full facilities 
to dealers for jde wing complete sets of samples, accepted 
the. smallest orders, obtained a first-hand inbannatioii 
regarding the requirements of the masses, and cuiiimiiiiicar- 
ed it to the manufacturers in Germany. Ifavicy, 
manufactured the kinds ot goods required by India, the 
Gemiaii manufacturers granted more- facilities to tlie liidian 
dealers hi tliem than the English mamifaclurcfs did. The 
former usually qiioted prices c. i. f, any Ijidinii port, 
which iiiclnded all the charges upto the ariival of tlio 
goods at. the Indian port, and enabled tlie Ijidisui dealers 
to estimate their expenses accurate^, while the English, 
manufacturers frequently quoted a I. o. b. rate, which 
left the dealers in the dark as to the expenses of ringing 
the goods from the n\aiiufacturerhs works to tlie Indian 
port, and consequently as to their total expenses. Heeondly, 
the German firms granted greater credit facilities to the 



Indian dealers than the British firms did. The dealers, 
generally preferred D. A. (documents against acceptance) 
to D. P. (documents against payment) drafts, and the 
German firms nor merely met this demand, but frequently 
granted extended credits over lengthy periods, if the 
bills could not be paid at maturity. 

Japan also made a similar use of her national organi- 
sations for extending the sale of her wares in the Indian, 
market. Her efforts however were not in any degree 
comparable with those of Germany, because the main 
concern of the Japanese manufacturers, after the Eusso- 
Japanese War of 1904-5 was to extend their markets, nearer 
home, in Korea, Manchuria and China. 

During the war the- goods of Germany were enthely 
eliminated from the Indian market. They were, however, 
replaced not by those of the United Kingdom but by 
those of Japan and the U. S. xl., which, in addition, enor- 
mously increased their exports to India, and secured a sub- 
stantial part of the market exclusively held hy the United 
Kingdom before the war. The extent of this change will 
he realised from the fact that the share of the United 
Kingdom in India’s import trade fell from 64 per cent in 
1913-14 to 46 per cent in 1918-19, while the shares of Japan 
aaid the U. S. A. in the same years increased from 2.6 per 
cent each to 20 and 1,0 per cent respectively. This serious 
reduction in the share of the United Kingdom in India’s 
import trade, as also the simultaneous increase in her share 
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ill the export trade considered before, are ex[>lained by 
the same cause, vis. the concentration of all the iudiistri;ii 
resources of the United Kingdom upon the manufactiire 
of goods required for military purposes. Her demand fra; 
raw materials capable of being converted into munitions 
of war became much more intense, and consequently the 
export of such produce from India to her increased. 
But she could give far less attention to tlie manufacture 
of goods required for non-military purposes, and eunse- 
quentiy the export of such goods to India was conside rainy 
reduced. During the first two years of the war, a. irertain 
amount of English goods was available fcjr export to India, 
even though the quantity so available for export to India, 
had become substantially reduced. But diifing the L-^r 
two }’'ears of the war, the Eiigiisli goveriiuienr for tJic 
purpose of releasing the English faeturies as muci- .;i< 
possible for war work and of conserving tonnage, prohibireil 
the manufactiire of goods for India, and sliipphig Ihciu w 
her, without priority certificates and licenses, which wt-re 
issued only on the recommendations of the ludiaii Id uni- 
tions Board, forwarded by it only if the goods in (|uestion 
were urgently required" in ' India, and could not be 
manufactured at home or obtained from the U.S.A., Japan, 
or elsewhere. ^ 

^ ~ ' " — — - — — «„.„,• , 

* During 1919-20 the United Kingdom recoverod a substantial, 
part of the share in India’s import trad% which she had los't to 
. Japan during the war, the share Increasing from 46 per cent, in the 
pre'dous year to 51 per cent. The share of the however, 

increased from 10 to 12 per cent. 


The eliiiimation of the Central Powers from the Indian 
market, and the inability of the British manufacturers 
to supply it fully, opened wide opportunities to other indus • 
trial countries, of which Japan and the U.S.A, made an 
excellent use. Although both these countries had j^aid 
an increasing attention to the Indian market from the 
beginning of this century, they had not fully realised its 
value before the Avar as explained above, because tlie U.S.A. 
possessed a large home market, Avhile Japan AA’-as engaged 
in extending her markets nearer home in Korea, Manchuria 
and China. The Iwar made them realise fully the value 
of the Indian market, and a neAv spirit began to pervade 
their organisations. It could be translated into practice, 
chiefiy because both these countries, Japan from the first, 
and the U. S. A. from 1917, enjoyed all the |)rivileges of 
being Allies, without the handicaps and difficulties, 
AAdiich the European Allied had to contend Avith. The 
first thing to do was to find out more fully the exact require- 
inents of the Indian market, Por this purpose, both 
Japan and the U. S. A. sent commercial travellers and 
inquiry agents, who travelled in ail the parts of India, 
studying the Indian requirements and arranging to match 
well-known qualifies of English goods. Japan also sent 
many commercial missions to India, which conducted 
their enquiries privately, without being accredited to the 
Covermnent of India. Secondly, both the countries 
established a number of export and import houses, with 
/branches in the important sea-port towns. The activities 


tl ]0 several brandies of the Mitsui Bussan KaisLa 
and the Japan Cotton Trading Company in the case 
■of : Japan, and of the Steel Products Export Company, 
the Angus Company and Grace Brothers in the case 
of the U. S. A., were developed on a ver}- large scale, and 
numerous smaller firms were established to carry on a 
similar work. In addition, Japan estabiished retail stores 
ill all the fair-sked toums of India. These mercantile 
houses and their agents flooded the Indian dealers witli 
eominercial literature of various kinds, such as price lists, 
catalogues and market repoits, and gave fiiU facilities 
for viewing complete sets of samples. Thirdly, the facilities 
, for financing the trade with India were largely extended. 
^Thiis, nuraeroiis facilities vccre ailorded to tlic importers 
of American goods by the Intc-rnatiojiai Banking Cor- 
poration, and also by the Kow York and San Francisco 
Banks. The same asfistanee was rendered i.o the importers 
of Japanese goods by the Yoliohznij, Specie lianh. ajid tlic 
newly-created Siraiiicmm Bank and rhe Bank f f Taiwan, 
with braiieJies at the main IndiMn port^. Fuaiildy, the 
shipping facilities also were enarmously improved. Before 
the war, the Japanese shipping companies carried on a 
restricted service between India and Japan, but during the 
war regular and direct lines of steamers were iiiaiiguratecl 
between India and Japan and the other important parts 
of the wwld by the Nippon Yushen Kaisha, Osaka Sliosen 
Kaisha and 1 amashita Kisen Kaisha, ^vhich established 
offices at the Indian ports. It should be mentioned that 
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none of tlie Japanese services requked tlie movement 
of sliips in the danger zones, excepting the Osaka Shosen 
Kaisha’s service between Bombay, Genoa and Marseilles, 
which, however, was established only towards the middle 
of 1918, when the Suez Canal ports had become so choked 
with goods awaiting transhipment, deposited there by the 
Japanese ships which refused to enter the Mediterranean, 
that Japan had to choose..; between the alternatives, 
of either running her ships through the Mediterranean 
or abandoning all efforts to develop her trade with the 
Continental ports. Consequently, Japan was able to- 
maintain her shipping intact, and to increase her STvice 
in safe waters, from which all the available ships were with- 
drawn by the Allies in Europe, to combat the submarine 
warfare and to maintain their essential supplies. The 
shipping facilities between- India and the U. -S, A. also 
were c onsiderabljr improved. The Ellerman and Bucb“ 
nail and Andrew Weir S.S. Comapanies, and the Japanese 
Nippon Yiisen KaiJia inaugurated and maintained a 
regular service between the Atlantic and Indian ports^ 
The Pacific Mail S. S. Company did the same between the 
Pacific and Indian Ports. Thus both the Atlantic and 
Pacific coasts could contribute to the expansion of American 
shipments to India. The U. S. Emergency Elect 
Corporation also occasionally ran steamers between the 
Atlantic and Indian ports. Fifthly, although the American 
manufacturers and merchants had not much experience of 
the Indian market before the war, they adapted themselves 



to its requirements in a remarkable way, by .piirsiiitig 
tkorougb business methods, giving personal attention to the 
dealers through representatives, and endeavoiiriiig to give 
them satisfaction in all respects. J apaii, h o we ver, ivaS' far 
less successful in these matters, and the dealers frequently 
complained of shipments being below llie (qiality of tlie 
basis samples, late shipments, the failure to carry out the 
packing or shipping instructions, mistakes in drafts and 
dociiinentg, the late arrival of ilocumenis, failure tu 
answer business -.ethers, and in gmie. '■]. de.'eiency in 
business nieiiiods, Ibit, Japan eo.itnved to lijal-e it; up 
by a cdosc cmnbinatiou of. -all cmnnierciai iiitcresns, 
'The most xemarkaUe feature of Ih-^ Ja/ancse or.iinisatioii 
for the development of foreigi' trade was the wa\‘ in 
'vvliicli all the bianclios o*’ her coVinccrcial activity, ilic- 
mercandle houses, the banks and the shipping eoiiipaiiios, 
assisted by the Japanese G-overnment, combined closely 
for the furtherance of the national interests, and, by 
means of the preferential treatiiie,iit of their own people 
as against foreign competitors, maiuiged .to secure 
business for each other, and to keep it out of the hands 
of their foreign rivals. This cohesion of all the interests 
for the fuitherance of the national welfare was carried to 
an extent, which w^as not achieved by any other nation, 
not even by commercial Germany before,, .the war. 

It now remains to consider the prospects of the 
distribution of India’s import trade in the near future. 
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Tke trade of Germany and Austria . with India consisced 
largely of cheap showy goods, and this trade has heen 
almost entirely secured by Japan. These goods, have 
not competed seriously with the British goods, as even 
before the war, English manufacturers in the iiiain, pie . 
f erred the production of the ■ finer qualities of the goods. ■ 
, Aitlioiigli Geriiiany and Austria have been allowed an accesS' 
to the Indian market, it is improbable that they will' 
regain their former position, and.., Japan will probably 
retain most of this bazaar trade, because it is peculiarly 
s'uited to Japanese conditions , of industry based : upon 
cheap labour, tlie price not the quality of the goods being; 
the sole desideratum. Owing to the heavy taxation, 
economic dislocation and labour unrest, the cost of produc- 
tion in tlie Central countries has enormously increased, 
and indeed it is difficult to see how any European nation 
will in the near future be able to compete wdth Japanese 
ci.ieap labour in this kind of trade. 

But the trade of the Central countries with India in 
superior goods has also been secured by the U. S. A. and 
Japan, which, in addition, have made material inroads 
into the staple trades of the United Kingdom with India, 
the former into the metallurgical and the latter into the 
ticxtiie trades, and the question of considerable im- 
portance for the United Kingdom is how to recover fully 
this valuable ground lost during the war. It is believed 
by some that, as Japan and the U. S. A. secured apart of 
the Indian market simply on account of a large recduction 
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in the competition of the United Kingdom, and not on 
account of any kind of industrial or commercial superiority 
over her, the United Kingdom will have little difficulty in 
completely regaining this market. But a closer examina" 
tionofthe actual position leads to the conclusion that the 
American and to a less extent the Japanese competition 
has come to stay and will be insistent. In the first place, 
the competition of the U. S. A. and Japan has revolution- 
ized the buying methods in India. Before the war, 
the United Kingdom possessed a virtual monopoly of the 
Indian market in many articles, and could depend upon 
getting at home all the orders of the Indian dealers and the 
managing agents of the various industries, as they had 
buying connections with the United Kingdom only. But, 
during tlic war, the connections with her had to be sban- 
doned, or became considerably weakened, while similar 
connections with Japan and the U. S. A. were formed and 
strengthened, and these two countries are doing their 
best to foster them. Secondly, both these countries 
possess very efficient and wide-spread organisations in 
India for pushing the sale of their products. The Ame- 
rican import and export houses mentioned above are 
very powerful firms, with widespread connections. More- 
over, even the British import and export houses are a 
great asset to the U S. A. As it was possible to obtain 
only American goods in certain kinds of trade during the 
war, these houses directed ail their energies to the sale 
the American goods, and, with the large profits made 


owing to tiio prevailing scarcity, expanded their sales 
organisation. Hence, some of these houses have at 
present far more efficient and extended organisations for 
pushing the sale of American goods, than they had for 
distributing English goods before the war. It may be 
thought that, the war being ended, they will transfer their 
energies to the sale of the latter. But it may be pointed 
out that these British houses are above all cosmopolitan 
in their interests, and devote their attention to the sale 
of the goods of any country, which yields them the greatest 
return for their services. Herein, their attitude is in a 
marked contrast to that of the Japanese houses. They 
have built up strong interests in the distribution of Ame- 
rican goods, have made large profits from them, and they 
are not likely to abandon them for the sake of the United 
Kingdom, unless the latter is able to ofier them more pro- 
fitable terms. The leading Japanese mercantile houses 
in India possess large financial resources and widespread 
connections all over the world. There is not a single' 
British house in India, which can claim the financial re- 
sources, the political influence or the extensive organisa 
fcion possessed by the Mitsui Bussan Kaisha, which has 
a paid-up capital of £ 8 million, branches throughout the 
world, and is so closely connected with the Japanese 
Government, banking, shipping and industrial institutions, 
that it may fairly be said to be a semi-official institution 
Other Japanese mercantile houses in India, though 
smaller, possess a considerable financial backing, poLtica 


liifliicnce, and connections all over the Far East. Ali. 
these houses are intensely national in their aims, and are 
prepared to undergo material sacrifices for pushing the sale 
of the products of their countiy. Moreover, they have 
ii very great advantage in the low scale of their vxffking 
expenses, as, on account of the Japanese standard of living, 
being substantially lower thaix, that., of Eiiropeans, they 
C'Uii obtain assistants and clerks from Japan at niiicli 
I cnrer salaries than those paid by the . European iioiises 
to their employees. Lastly; the Indian dealers and the 
managing agents of industrial concerns have realised 
that the American business methods are no less eiiicieiit 
than the English, and in some trades the opinion even 
seems to be that the former give more satisfaction. 
It is true that, as explained before, the same cannot be 
said of the Japanese methods. But, it has been gene ralh’ 
admitted that her position in the textile trade is more 
sound. In this trade there is a far greater regularity 
and conformity to basis samples than in other tradesj 
and also a much greater attention is siiccessfiillv given to 
please the buyer in other respects. This seems to be due 
to the fact that the textile industry in Japan has been 
a well-organised factory industry for some time, wliereas 
many other industries are still in the domestic stage or 
liave just left it. It should be remembered that it is 
the textile industry which has been the United Kingdom's 
staple trade with India, and that it is in this trade that 
considerable inroads have been made by Japan, and that 
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tJie Japanese, coiiipetitioii ill tlie near future will probably 
continue to be substantial. Further, -tlie disadvantasie 
to the Japanese competition in India’s import trade in 
otlier goods, resulting from the deficiency of its business 
iiietliods will be largely counterbalanced by tlie peculiar 
advantages derived from the patriotic combination of all 
tlie Japanese comnierciai interests. 


These considerations have, not been set forth to 
assert that the U. S. A. and Japan will, retain the same 
piosition in the Indian iiiarket that they secured during 
the war. ' It is. true, that' this position v/as largely the 
result ' of the withdrawal of the lT2i.ited Kingdom from the 
India, n market to a considerable extent, and that the posi- 


tion of Japa,n, as explained above, has received some set- 
back since the cessation of the hostilities, wdiich lias enabled 
the United Kingdom gradually to resume her normal 
industrial activities. The above considerations have been 
emphasised merely to show that the U. S. A and to a less 
extent Japan will maintain a nmch more pov'erfui position 
in the Indian market than they did before the war, although 
less so than they did during the war, and that the United 
Kingdom wul] find it extremely difficult to resume, her pre- 
war position in that market. 

It tlins appears tliat the virtual monopoly in the 
Indian market wdiich the English manufacturers enjoyed 
as regards many articles before the war has disappeared 
for good. India has now become a highly competitive 
market, and the English manufacturers and merchants 
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must devote as great and painstaking attention to it^ 
as tkey would to any other market, where they mav he 
struggling to obtain a substantial share o£ the trade. It 
will be a very difficult task for them to recover fully the 
share in India’s import trade, which they have lost since 
the begimiing of this century, and more especially during 
the war. The Trade Commissioner for the United 
Kingdom in India has come to the same, conclusion after 
an elaborate enquhy,* and the English manufacturers and 
merchants themselves realise the immense difficulties of 
the task. They have begun to improve their organisations 
in the directions, in which their Japanese and American 
rivals have developed their organisations with considerable 
success, but it is recognised that' it will be stiU very diffi- 
cult for them to recover completely the share in India’s 
import trade, which they have lost to Japan and the U.S.A., 
unless they secure some special advantage, which 
cannot be obtained by tbeir rivals. Such an advantage 
will be granted to them, if the policy of Imperial Preference 
is applied to India’s trade, and therefore the economic 
aspects of this policy may now be briefly examined. 

C. IMPERIAL PREFERENCE.f 
It was explained in the last .section but one that from 
the beginning of this centiuy India’s expo rt trade .showed 

* The Present Conditions and Prospects of British Trade in India. 

f It is obvious that Imperial Preference is not purely ai. 
economic dootiine. It is largely, perhaps mainly, politioa!. Its 
purely political aspects do not concern these pages, which deal 
only with its economic aspects, and the following criticism of the 
doctrine is based on the economic principles governing it. 
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■■B tendency towards a diversion from the United Kinirdom 
to Continentai Europe, U. S. A. and Japan, that during’ 
the war it was made to revert from Continental Europe 
to the United Kingdom, and that the problem now is how 
to maintain this position and to effect a similar reversion 
from Japan and the U. S. A. Then, in the last section it 
was seen that India’s import trade also showed a tendency 
to divert- from the United Kingdom to Germany, Japan 
and the IT. S. A. from the beginning of this century, that 
during the war the diversion to Japan and the U. S. A. 
became far more pronounced to the serious detriment of the 
United Kingdom, that her recovery of this loss is not yet 
complete, so that the problem before her now is how to 
effect a full reversion of this trade from these two countries. 
In this section it will be first examined how the policy 
of Imperial Ireference, although it may be applied to 
India’s trade on other grouncU", will have the result of assist- 
ing the United Kingdom, in the solution of the double 
problem, which confronts her to-day, and then it will be 
considered whether the policy will be conducive to the 
economic interests of India. 

The Government of India is not free to pursue its 
own fiscal policy, which is directed by the Secretary of State 
for India, who is responsible to the House of Commons. 
The Government of India therefore has virtually been 
made partially to accept the policy tf Imperial Preference 
mth regard to India’s foreign trade, and this policy is likely 
to be put into force in three ways : firstly, by levying a 
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Mibstaiitial duty on tlie export of certain kinds of Indian 
|)Tod'iioe witli a rebate of most of tlie duty, if till produce 
is exported to any part of tbe.: British Empn^^ secondly. 
hy prohibiting.. the import'.of ..■■certain articles from any 
IfUTitory outside .the- Empire, unless the articles in question 
are not available, or caraiot be. purchased at reasonable 
prices, within the Empire ; and thirdly by levying auties 
on the import of certain goods, with a rebate of most of the 
aiuoiiiit, ifthe gocxls aie ■ iinpprtecl- froiiiaiiy part of the 

Empire. The first two. methods have already been partially 
put into operation, ..the fixst being applied to the export 
of raw hides, upon which a duty of 15 per cent has been 
imposed, with a rebate of 10 per cent on the hides exported 
to any part of the Empire, and the second to clyestufTs. 

The Government of India has been made to apply 
tiie policy of Imperial Preference to India ts foreign trade 
on the ground that the war has taught the Empire tlie valu- 
able lesson of self-sufficiency, and that each part of the 
Empire should perform its share in the achievement- of this 
object, wliich is calculated to strengthen the Empire, econo- 
jiiicaliy, financially as well as militarily. Tliese pag'.s are 
not concerned with the military aspect of the question, but 
an examination of the application of the policy to Indio, 
leads to the conclusion that it will fail to achieve the object 
of strengthening the Empire economically and finaiiciaily, 
and that it will merely benefit some other parts of 
the Empire, and especially the United Kingdom, at the 
expense of India. In the first place, it seems that it will 
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lave: tlie elect of assisting the United Kingdom substau- 
tiallj to solve her above-inentioned double trade problem. 
The first method of' the- policy will artificially check 
the export of Indian produce to foreign countries,' 
'and stimulate it to the other ' parts of the Empire, and 
especially to the United Kingdom, which imports much 
more Indian produce than all the other parts of the Empire 
put together. The second ancl third methods will art! 
ficially check the imports from foreign countries into India, 
and stimulate those from the other parts of tlie Empire, 
chiefly from the United Kingdom, which supplies almost 
the whole of the manufactured goods vvliicli India imports 
from the Empire. Secondly, .the economic strength: of 
the Empire is made up of the strength of its several partSy 
and the Empire can be so strengthened only by strength- 
ening all its parts. If any part is left economically 
weak and dependent, it^' will be a source of great weaknessc: 
to the Empire as a whole. Consequently, if any policy is 
applied to any part of the Empire on the ground of the 
necessity of strengthening. the Empire as a whole, and if it 
can be j)roved that such a policy will have the efiect of 
weakening that part economically, the policy cannot be 
accepted as serving to strengthen the Empire, and requires 
to be deprecated as tending merely to benefit some other 
parts of the Empire at the expense of that part. An 
enquiry into the probable effects of the application of the 
policy of Imperial Preference to India’s foreign trade 
leads to the conclusion that it is likely to leave India 
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ecoaomically weaker and more depouaent tuan slie is .w 
present, and that therefore the policy will probably fail to 
strengthen the Empire as a whole. 

It seems that the application of the first method of 
carrying out the policy of Imperial Preference explained 
above will have the result of forcing India to sell some of 
her produce in a restricted market, in which she will secure 
lower values than those she can obtain elsewhere. This may 
considerably impair her capacity to purchase abroad the 
manufactured goods essential for civilised life and economic 
progress, because it has been explained before that her 
capacity to do so depends upon the values that she can 
secure for the export of her produce. This method involves 
another danger also. The grant of a substantial rebate of 
the export duty will make it profitable or the other parts 
nf t.hfi Kirmive t j iinnort the nroduce in question, and then 




will iiave been made in vain. The imposition of export 
duties in the United Kingdom and the self-governing 
Dominions corresponding to those levied in India, in ordefr 
to obviate this danger, is improbable, as these countries 
fully control their own fiscal policy. 

The second method of putting the policy of Imperial 
t Preference into operation will force India to buy some of 

the manufactured goods necessary for her economic advance 
in a restricted market, in which she may have to pay higher 
prices than those which slie need pay, if she is allowed to 


buy freely in a world market. She will thus have to put 
up with a double loss. Her . capacity to piircliase the essen- 
tial goods, which maybe impaired, as explained above, 
by hex having to sell her produce partly in a restricted 
market, will probably be still further impaired by her being- 
obliged partly to buy also in. a restricted. - market. :.-' Thk- 
double loss is likely to check the expansion of her foreign 
trade, wdiich compared very unfavourably with that of 
most of the other princ’pai countries of the world before 
the war, and which has been one of the wmrst sulferers from 
the wmr. It is true that theoretically a provision will be 
made for granting licenses to import goods into India from 
foreign countries, if the goods are not available, or cannot 
be purchased at reasonable prices, witliin the Empire, 
but there seems to be some reason to fear that the provision 
may not have much practical effect. For, although such a 
provision existed in the case of dyestuffs, the Indian 
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Mercliants’ Chamber of Bombay has stated that appaca- 
tions for licenses to import certain kinds ot dyestnfis 
the U. B. A. were rejected, although they \vero not maira- 
factured in the United Kingdom or any other part of trie 
Empire, and that similar applications for licenses to import 
certain other dyestuffs met Vvith the same iate, altliougii 
the prices of the stubs manufactured in the United 
Kingdom were substantially higher than those of the samo 
qualities manufactured in the U. S. Ad"' Eiirtheriiiore, 
even if the prices of such articles are not substantially 
higher in the Empire than in foreign countries, India will 
be a loser to the extent that the prices are higher in the 
former than in the latter, if she is forced to buy them froiii 
the former. Another danger also is involved in the appli- 
cation of this method. Unless the prohibition of the im- 
port of certain articles from foreign countries in the case 
of India is applied to all the other parts of the Empire, 
there is liothing to prevent any of them from buying the 
articles in question from foreign countries and selling them 
to India at a profit. But, it is impossible to apply the 
prohibition to the United Kingdom and the self-governirig 
Dominions without their consent, as they enjoy complete 
fiscal autonomy. 

The third method of carrying out the policy of Im- 
perial Preference has been advocated on the ground tliat 
it will promote Indians economic development and 


^ Annual Beport 1919. 


f 


1 


97 


sell siiliiciency by affording a valuable stiniiilus to Iiei in- 
dustrial progress. Tbis would be true, if the duty were to 
be substantial, say 15% ad valorem, and if the same duty 
were to be levied upon imports of all goods of the same kind 
coming from all countries without any distinction. But 
the grant of a rebate of a large part of the duty, say 8 
ov 10 per cent ad valorem, in the case of the imports- from 
tlic other parts of the Empire will have tlie eriect of giving 
1 hem. a considerable artificial advantage over .foreign coun- 
tries in the Indian market, without giving any appi'eckhle 
advantage to India’s new and struggling industries, which., 
if they are to be protected at ail, require to be protected as 
much agai.nst the superior competition of some parts of tli * 
Empire, and especially the United Kingdom, as against 
that of foreign countries. The only effect of the application 
of this method will probably be to force India to purchase 
some of her necessaries of life in a restricted market at 
higher prices, without granting any corresponding advan- 
tage to her struggling industries. 

Towards the end of 1919/ the Government of India, 
after a considerable controversy in the Legislative Council, 
appointed a committe to report on the subject of Imperial 
Preference, and its report was issued in April 1920. The 
committee expressed the opinion that the adoption of a 
system of Imperial Preference would entail the raising of 
the import duties against foreign nations, and wmuid be 
likely to prove injurious to the consumer in India, by caus- 
ing some rise in the prices of imported commodities. 
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to the profit side, the number of commodities in 
export trade, which might be expected to benefit 
from an increased market within the Empire, appeared to 
Committee to be limited. Its conclusion, therefore, 
was that India was neither likely to gain nor to lose 
appreciably on the balance, by the adoption of a model at o 
preference in India^s import duties. This was only its 
|)rovisional conclusion. It felt its inability to give a 
uthoritative opinion on the subject, and so recommended 
appointment of a commission with powers to take 
evidence from all the interests affected by the subject. The 
committee adopted aright attitude towards the probleru, 
it was weak and halting, and it is difficult to accept 
its conclusion that India would neither gain ^ nor lose 
iippreciably from Imperial Preference, because it has. been 
above that it is likely to cause considerable 
the country. 

The best chances of solving the problem, how to stiongi li- 
en India economically, so as to strengtfien the Empiie uS 
a whole, seem to lie in thei grant of fiscal autonomy io tlic 
Government of India, and in leaving it free to detemiine its 
own trade policy for the- country. It has been provided in 
Reform Act that the Secretary of State should so iai* 
as possible abstain from any intervention in fiscal matter.'^, 
the Government of India and the Indian Lcgislatuie 
and should only intervene to' ^ safegiiard t lie interna- 
tional obligations of the Empire or any fiscal arrangomeiit 
within the Empire, to which His Majesty’s GoveriiiKient 



may be party. However, these important qualifications are 
likely to take away much of the reality of the fiscal power 
til as granted to the Government of India. What seems 
to be needed is tliat an untrammelled fiscal freedom should 
be granted to the Government of India, in the same way as 
it has been given to the self-governing Dominions, and 
this will enable it to frame, with the assistance and sanction 
of the refornied and enlarged Indian Legislative Assembi}’', 
a trade policy in the true economic interests of India and the 
Empire. It appears that this goal will be reached in a 
■ comparatively short time. 


CHAPTER 111 


Althoiigli the great necessit]^^ for the revivat of India's 
old industries and the establishment of new ones has been 
perceived by Indian economists since the eighties of the 
last century, the popular realisation of it, and the demand 
for an industrial development, dates from the beginiiijig ol 
tliis century. Tlie foundation of this movement is tin* 
.recognition of the poverty of the people. Many write.rs 
•have endeavoured to prove it by elaborate calculations 
of the average income per -head of the population, but, 
.as Mr. Moreland points out, such statistical artillery is 
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quite unnecessary.* It is universally acknowledged by 
those, who have any knowledge of Indian conditions, that 
the general standard of life in the country is 'vcij 
low, that the masses of the population are badly housed, 
clothed, doctored and taught, and often overworked and 
underfed, and that the present income of the country, 
oven if equitably distributed, would not suffice to provide 
for even a reasonable standard of life. This general poverty 
Is uncloubtediv due mainly to the undue preponderance of 
agTiculture as”a means of livelihood, and to the coiise,|ueid 
dependence upon the vagaiies of the monsoon, Achich is 
often deficient. Some idea of this preponderance may be 
obtained fromtlie fact that, while the proportion of pemons 
employed in industries and in agriculture is S to 1 m Eng- 
land, and 3 to 4 even in Ireland, it is 2 to 13 in India. Hence 
a deflection or a premature cessation of the jironsoon cur- 
rents may bring about the sudden loss of the income of large 
areas, and acute distress to their rural population, lequu- 
iiig fox its relief the expenditure of millions of pounds on 
tlie part of the Government. This state of afiairs is very 
imsatisfactory, and, although the natural resources of the 
country arc such that some preponderance of agriculture 
must be expected to continue, it is generally admitted that 
the existing degree of its preponderance is altogether 
excessive. Each successive experience of the poverty 
of the masses and of the periods of drought, gives a fresh 


* Quarterly Review, April 1917> 
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support to tire urgent necessity for tire diversification o^’ 
^employment insisted on by tbe Famine Commissions of 
1880 and 1901. 

However, the industrial movement was not very 
successful before the war, and even the so-called swadeshi 
movement for the support of the indigenous industries 
died away in a comparatively short time. Thus, at the 
outbreak t)f the war, India’s industries were few in 
number, and consisted of textile factories for the working 
up of a part of the home-grown supplies of cotton and jute, 
and to a less extent, of wool and silk ; railway workshops, 
collieries, and a few engineering works at the chief ports, 
obtaining all their supplies of steel from other countries ; 
a small number of flour and paper mills ; a few tanneries 
producing cluoily half-tanned leather for export ; some rice 
and oil mills. Pig iron was being produced in fairly 
large quantities by the Bengal Iron and Steel Company 
for some years before, but its efforts to manufacture steel 
had been unsuccessful; while the Tata Iron and Steel 
Company had commenced operations only in 1912, and 
was contending with numerous difficulties. Moreover 
a large proportion of these factories, with the notable 
exception of the. cotton factories, were owned and managed 
by non-Indians, Indians mostly occupying the lower ranks 
:of employees. A detailed examination of the causes of 
the small success of the industrial movement is not possible 
here. For the purpose of these pages, it is sufficient to 


state tiat it was mainly due to the lack of the nece.ssai> 
technical knowledge and business experience on the part 
of Indians, to the want of sufficient capital and skilled 
labour, and to the pursuance of a strictly laissez faire 
policy on the part of the Government, which not merely 
(leclined to give any direct assistance to Indian industries, 
but which also purchased in England almost the vhole 
of the stores required by its various departments. Thus, 
before the war India was entirely dependent upon other 
countries, especially the United Kingdom and German} , 
lor most of the manufactured goods essential for a civilised 

life. 

Diu-ing the war India’s industrial position underwent- 
a remarkable change. To-day, there is a considerable 
industrial activity in the country, which stands at the 
commencement of an era of a considerable industrial 
expansion, during which she will gradually occupy her 
rightful position as one of the important manufacturing 
countries in the world. This development is the direct 
result of the war, which clearly exemplified tJie grave 
dangers of dependence upon other countries for essential 
, manufactures. During the wai', India’s supplie.s oi 
manufactures from the Central Powers were entirely 
cut off, and those from the United Kingdom were consi- 
derably reduced on account of its concentration upon 
the prosecution of the war and the shortage of tonnage. 
Consequently, considerable hardships were experienced 
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l)y the peoplcj who were largely dependent upon these 
iiiiports. Moreover, when the war broke out, it was found 
that almost every industry in the country was entirely 
dependent upon foreign supplies not only for its machinery 
ancl^plant, but also for the stores required for its daily 
working. These causes reinforced those, which stimulated 
the industrial movement before the war. The movement 
^ was further stimulated by the protection afforded to it by 

the reduction in the import of manufactures. Howeveit 
India could not fully utilise the unprecedented industrial 
opportunities aforded by the watj because, in addition 



to the difficulties mentioned above, she had to contend 
■with new difficulties arising directly or indirectly from the 
war, such as the great difficulty of obtaining the essential 
machinery and stores from abroad, which could not be 
made in India, the shortage of coal and coking plant 
coupled with a shortage of railway waggons and coasting 
vessels, and the difficulty of obtaining from abroad chemical 
and technical experts, who were needed in their own coun- 
tries. The result was that, as seen above, a large part of 
the Indian market lost by the Central Powes and abandoned 
by the United Kingdom, was secured by Japan and the 
U, S. A., instead of being retained by India. Still the 
industrial advance achieved by India during the war 
was not inconsiderable. As regards the cotton industry, 
it may not be generally known that during the war all the 
mdlitary requirements of cotton textiles in the East were 
supplied by the Indian mills. There was a slight decrease 
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in the production of Indian yarns during the war, and this 
was accomj^anied by a considerable diminution in 
their exports. Hence, larger quantities were available for 
the home market, and the production of cloth by the 
iniils increased by 20 per cent. The mills were able to 
increase their output only to the extent of their loom power, 
which conld not be increased substantially on account 
of the great difficulties in the way of importing machine it. 
Moreover, there was a most marked tendency towarJ.s 
a decrease in the spinning of the coarser counts of yarn, 
and an increase in that of the finer counts. This tendenx'V 
be expected to continue, especially as the 
production of long-stapled cotton of American varieties 
steadily increasing in India, and as, iji addition, Imliii 
likelv to obtain before long considerable rjiiantiries ot 
cotton from Uganda. Furtlier, the v'a i;* lias le ft 
in a strong financial position, laige extensions 
have been planned, and are being eaiTied out. Soim' 
Iiave already employed highly trained chemists, 
developing their bleaching and d\'eiiig prove sst^s 
in a very scientific way. A beginning has also been naote 
in the manufacture of textile machinery and mill stores in 
India. In addition, large orders have been placed in the 
United Kingdom for textile machinery since the cessation 
hostilities. 


The jute industry enjoyed a continuous and unproce 


substantial expansion owing to the large demands on the 
part of the Allies for gunny bags and cloth for military 
purposes. Labour was plentiful, and while the price of gun- 
nies rose steadily, the mills were in the fortunate position 
of being able still to command unlimited quantities of 
cheap jute except in the last year of the war. The expan- 
sion of the industry is shown by the following figures : 


Year. 

No. of 
Mills at 

Capital 
in £ 

Numbers (in tliousancls) of 

.1913-14 

work 

million Employees Looms Spindles 

. . 64 

8.7 

216.3 36.0 744.3 

.1918-19 

.. 76 

9.7 

270.0 39.3 823.7 


However, it may be remembered tliat the jute factories 
are still owned largely by the British, altlioiigh the number 
of Indian shareholders has increased, considerably in recent 
years. 

The development of the iron and steel industry during 
tlie war w’as remarkable. While the Tata Iron and Steel 
Company was struggling with considerable difficulties in 
the production of steel in 1914, by the end of the war, its 
production of steel reached the figure of 17,000 tons per 
month, and the rolling mills produced 120,000 tons of rails 
and smaller sections yearly. The Government of India 
Iiad agreed before the war to take 20,000 tons of steel rails 
annually for 10 years, provided that they could be pro- 
duced of a suitable quality and at a suitable price ; but it 
toolc much larger quantities on account of the heavy 
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demands for war purposes. The rails were subjected to 
standard tests and proved to be quite satisfactory. Tho 
(Jompany’s production of pig iron increased to nearly 
tons annually by 1918. Thus^ the position of the 
tbmpany has been revolutionized by the war. Having 
rendered the most valuable assistance to the Government 
the prosecution of the war, the greatly enlarged and 
more eihrient plant is now being devoted to supplying the 
industrial needs of the country. Further great extensions 
are in progress^ and when completed, will revolutionize 
the engineering industry in the country, and the production 
and wire for the first time in India 
to the shipbuilding, engineering 
lud constructional steel industries. The most notable 
extension is the new electric furnace for the production of 
high-speed steel, which wdil enable the manufacture of 
machine tools and high-grade steel goods of all kinds. 
Furthermore, arrangements have been concluded for the 
establishment of a number of manufacturing companies 
the steel works at J amshedpur for the working up 
of the iron, steel and the by-products produced there into 
different kinds of manufactures. The works of the Bengal 
and Steel Company at Kulti were also extended and 
remodelled during the war, and their monthly output of 
pig iron increased to 10,000 tons. The Company has 
now arranged for the production of steel in association with 
a well-known British concern. The war has brought about 
other important developments also in this industry. The 


Lidian Iron and Steel Company was floated in ]918 bv 
i\fessrs. Burn & Co. of Calcutta, for producing pig iron and 
tiie usual by-products at Asansol, on tbe Bengal coalfields. 
A complete modern plant was purchased and erected, and 
is now in working order. For the present, pig iron and 
castings only are manufactured, but it is probable that later 
the manufacture of steel will be taken up. Messrs. Bird 
A Co., another w^ell-known Calcutta firm, have also been 
developing large schemes of iron and steel production in 
combination with a large British concern. Moreover, 
a very large mountain range of high-grade iron ore rising 
to heights of 2,000 to 3,000 feet above the sea-level and 
extending over forty miles, has been discovered in Singh- 
bliuni in Orissa, and has been largely staked out by tin? 
Tata, Bengal and Indian Iron and Steel Companies 
and by Messrs. Bird & Co. This discovery may prove 
to be epoch-making in the history of the Indian iron and 
steel industry by providing reserves of high-grade iron ore 
sufficient for the iron and steel requirements not only of 
India but also of the surrounding Eastern markets iu 
the near future. 

Important developments have taken place in the 
leather industry also. Before the war, although India pos- 
sessed a very large supply of tanning materials, both 
vegetable and chemical, the quantity of hides and skins 
tanned in the country was small, and most of the hides and 
skins were exported in a raw state chiefly to the Central 
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European Powers. TMs market vanished ndtli the out- 
break of the war, and India was left with a large supply 
of raw hides and skins. However, the demands on the 
part of the Mied armies for leather became very large, 
and the loss of the Central European market made the 
development of the tanning industry in India an urgent 
practical necessity, with the result that there was a great 
increase in the production of rough tanned hides, known 
as the East India tanned kips, in the Madras and Bombay 
tanneries, the whole of which was pmchased by the 
Indian Government on behalf of the Home Governmeiu. 
The following figures of export show the remarkalne 
increase in this trade since the war, 

EXPORTS OF TANNED HIDES FROM INDIA. 


Year. 

Quantity 

Value. 


shipped. 

£ million 


Cwt. in 


thousands. 


191,2-1.8 .. 

194.7 

:l,2''' 

1913-14 .. 

]87.7 

1.3 

1914-16 .. 

217.0 

1.6 

1916-lg .. 

272.0 

2.0 

1916-17 .. 

323.7 

3.0 

1917-18 .. 

365,1 

3.3 

1918-19 .. 

309.1 

4.7 


Table ' 

Before the war there were practically no expert 
tanners in the country, with the possible exception of 
Cawnpore, but this is now changed, and a number of larg ^ 
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firms liave erected modern tanneries, and have secured tlie 
services of experienced English tanners. As regards leather 
• manufactures, the Indian tanneries produced during the 
war greatly increased quantities of leather accoutrements of 
all sorts and of boots for the army in India and the Indian 
Ixpeditionary Forces. The stimulus given to this indus- 
try by these large Government purchases may be seen from 
the fact that the number of the pairs of boots and shces 
uia.nufactured annually was at the close of the war twenty 
times the pre-war figure. The output of harness and 
saddlery in the Cawnpore factories controlled by the 
Government during the war also increased considerably. 


A serious attempt is now being made to undertake boot 
manufacture permanently on a large scale. A number of 
firms have taken up the matter actively, and are importing 
tite most modern machinery, and are engaging the services 
of experts. 

Similar developments took place during the war in a 
.number of other industries such as the engineering 
industries, the manufacture of chemicals, mineral acids, 
oils, paper, glass, soap, cement, cutlery, fertilisers, paints 
and varnishes, surgical instruments, but the limits of these 
pages do not allow a detailed description of their develop- 
mients. c 

The development of Indian industries during the war 
was largely due to the stimulus afforded by the wide activi- 
ties and the large purchases of the Indian Munitions Board*. 



ThisBoard was created at the beginning of 1917 as aDepart. 
ment of the (4overnmeiit of India^ consisted of a president, 
and foiirjnembers, and was supplemented by provincial 
organisations in. each province. The Department wa.s 
divided into a number of well defined branches relating 
to diferent trades and industries under expert Controllers. 
The functions of the Board as laid down in the Gazette 
of India in February 1917 were to control and 
develop Indian resomces, wi% special reference to the 
needs created by the war, to limit and co-ordinate demands 
for articles not manufactured or produced in India, and 
to apply the manufacturing resources of India to uar 
purposes with the special object of reducing demands 
on shipping The primary object of the Board was 
theieiore the immediate supply of the requirements of IIk* 
Allied armies in the eastern theatres of war, and not Hie 
development of Indian industries, but, in endeavouring 
to promote the activities of the Allied armies in the Bast, 
it also promoted the development of Indian indastiie.s 
in several ways, such as the direct purchase in India of 
a 11 the articles required by the army, the civil departmeni>', 
and the railwa.ys ; the 'diversion, whereve r iDcssioie, ijy 
means of its priority system and control of the home in- 
dents, of all the orders of private importers for articles from 
the United Kingdom and other countries, to maniifactiirors 
in India; the grant of assistance to individuals or firms 
in India, who wished to import plant or machinery, and to 
engage the services of technical experts and skilled labour 


from the United Kingdom and other countries, in order to 
establish new industries or to expand the existing ones; 
and the collection and dissemination of indusrial infoma- 
tion through an Intelligence Branch, and the grant of 
other direct or indirect assistance to individuals or hnn-' 
prepared to estasblish new industries, in the country. 

With the exception of food-stuifs and certain 
I technical stores, for the piu:, chase of which special 

organisations already existed, the Indian Munitions Board 
' undertook the supply of all tlie articles required by tin* 

,j armies maintained in and based on India, by tin* 

j Government departments and by the railways, and alsn 

of certain articles required by the Home Government. 
Although many of the articles purchased by the 
in India were imported, it pursued tlie policy of depending 
more and more upon local manufacturers. Although a 
substantial part of its latter pLU*cliases was made froin 
European manufacturing firms and joint-stock companies 
in India, the larger part was made from Indian firms 
and companies, and so gave a considerable stimulus 
“to the promotion’ of- dndian' -indiistriah enterprise. The 
same effect was produced by its priority system. With 
the object of saving tonnage .and preventing' unnecessary- 
demands on the manufacturing resources of the United 
Kingdom and the U. S. 'A., the Board recommended the 
grant of a priority to the requirements of importers, only 
when the articles in question or suitable substitutes coiih I 
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not be purchased locally, or their mamdacture ^vithiu a 
reasonable time could not be arranged. The oppoi^^ - 

arising in this manner were bronght to the no ^ ^ , 

likely to make use of them, and so, many new mdusu --^ 
^vere started in India. The large list of articles foi v 
the Board declined to recommend a priority loi tm | 

that tliey or suitable substitutes could be maiiu.a^ i. ^ 
in the country, shows the opportunities granted by tae v.a. 
to Indian manufacturers. Moreover, in many case., 
the Board brought the names of manufacturers existing 
at the time to tlie knowledge of customers, who nao nm 
been aware of therir existence before. 

Other activities of the Board also tended to promoio 
the industrial development in India. The Boaid direi t*. 
considerable, attention to the development of the chem-cm 
industries, on the existence of which the sound developm.mt 
of industries depends to a very large extent. It main- 
tained a permanent chemical adviser, conducted a numtjei 
of researches through chemists, and gave all possible 
assistance to firms engaged in a similar work.^ It ais«) 
.^ave much attention to the development of key ' industries 
such as the manufacture of the accessories requbed by the 
milling, engineering, glass and tea industries. The ra-h'on 
ifctre of the Board ceased with the conclusion of the ivar. 
However, the duty of encouraging and assisting the growth 
of indigenous industries could not be abandoned by the 
Government, and therefore the place ot the Indian Muni- 
tions Board has now been permanently taken up by the 
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'Imperial Board of Industries and: 'Munitions, accordance,, ' 
with, the recoinniendations of the Indian Industrial 
Commission. 


The appointment of this Commission in May 1916 
was another important .outcome of the war. As explained 
above, the war clearly showed the urgent necessity of an 
industrial development in India, and the popular demand 
for active state assistance to achieve this object became 
more insistent than ever. Hence, the Government of 
India appointed the Commission to examine and report 
upon the possibilities of further industrial developments 
in India, and of a direct state encouragement to them. 
It was unfortunate that the tariS question -was expressly 
excluded from the terms of reference to the Commission 
on the ground that the question was one of Imperial signifi- 
cance, and could be decided by the Government of India, 
only after the end of the war, and in collaboration with the 
other parts of the Empire in an Imperial Conference. The 
exclusion of this all-important question materially vitiated 
the value of the enquiry conducted by the Commission, 
and of its report. Nevertheless, the report and the : 
recommendations contained therein possess very great 


The Commission found that India produced nearly 
all tlie raw materials necessary for the requirments of a 
modern community, and therefore w^as rich in industrial 
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factures were very poor, and that she r c.. . ri <, 

f.cte mmj of tie orticles «nd m.tei.b '2° “ “ ^ ^ J 

times of peace and war. This was due to dehcie . 

Srrstrial system, so great as to 

reign penetration inthe time of peace and to .eaous c.an ^ 

inLtimeofwar. Her labour was ineffmieut on^-^^^ 

the absence of education, the prermilmg ov ^ 

life, and the effects of preveniiblo _ diseases ; 

almost wholb’ upon foreign countries Ioj, tuo sm ...u o ^ 
of foremen and supervisors ; her ediicaica classes hau 
not developed a right tradition of industrialism, a spirii 
of enterprise, and a sound system of teduncal traniuig^. 
and her stores of money lay inert and idle. The uccc?sa> 
of securing the economic safety of the eoimtry by ttcve op- 
ing the manufacture of commodities essential for a civi- 
Usld life, and the inability of the people to secm-e ^it 

Without the active encouragement aiut a-ssistance 

Government, imposed upon the Govcrumciit the duty ut 
P’il taking an energetic part in future in tlie iiduslr.ai d.welop- 

;/l. .b / meat of the country. However, it was mipo.sibie ior i 

‘"to- perform this duty adequately, uukss provided wdh 
an eEcient administTativirtrtacTunefy, ajid equipped with 

■' a ' . -r • .1 


reliable scientiffc and teclinical advice. 


tjjis oijject, the Commission recommended 
, 


^ . If 

i the creation of imperial and provincial departments of 
'-■F'.T'1'.'iniifcsand of an Imperial Industrial Service. The 


Imperial Department should be in the charge of a member 
of the "Viceroy’s Executive Council, assisted by a board 
of three members to be called the Indian Industries Boards 
and should be responsible for the industrial policy of the 
Cxovernment, and the working out of a well-conceived 
programme of industrial development throughout the 
country. The actual administrative \York should be decen- 
tralised, and left to the provincial governments. For the 
efficient performance of this work, and to protect the 
Government from the difficulties of a casual recruiting, the 
Commission recommended the creation of an Indian Indus- 
trial Service consisting niaiiily of mechanical engineers 
and engineering technoiogists, the majorit}' of vvliom would 
be employed under tlie provincial governments. The 
provincial departments of industries should be adminis- 
tered by directors, Vvitli the assistance of technical experts 
belonging to the imperial services, and with the advice 
of a Provinciai Board of Industries consisting mainly of 
noix-ofhciais. Further, the Commission recommended the 
formation of an Imperial Department of Stores in India 
under a Controller-General, together wdth a stores branch 
in each provincial department of industries. All the indents 
for Government stores should be examined by this organi- 
sation, which should invite tenders and place contracts 
locally for such articles as can be manufactured in the 
country at competitive qualities and prices. The remain- 
ing tenders should be sent to the Stores Department of 
the India Office for being placed in the usual way. 
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These recommendations were accepted by the Government 
and are being gradually carried out. The more specific 
and detailed recommendations of the Stores Purchase Com- 
mittee in the latter part of 1920 have been also accepted. 
The Stores Department in London has been placed under 
the control of the High Commissioner of the Government 
of India, so that the department has been transferred 
from the control of the Secretary of State to that of the 
Government of India. 

So far, the industrial development that took place in 
India during the war and the causes which promoted it 
have been examined. The great question now is, whether 
this development will endure, or whether it will receive 
a set-back, as the economic conditions in the world gra- 
dually regain their regularity, and as foreign competition 
resumes its full sway. It must be admitted that the sti- 
mulus to the industrial progress given by the Indian Muni- 
tions Board during the war was largely artificid. The 
powers placed during the war in its hands r^l^’the Defence 
of India rules, gave it control over ; ' materials, and 

enabled it to prohibit their exporiyif necessary.. The mani- 
pulation of the home indent an^priority organisation en- 
abled it to prohibit, by declining to recommend the grant 
of a priority certificate, the import of goods, which it wished 
^■o have made in the country, and consequently to elimi- 
nate com|)etitio 2 i. During the war, it was essential that 
everything possible should be made in India irrespective 
•of its price, and goods \vere frequently purchased by the 
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Government in India at rates far above those at which they 
cotild have been imported, only if priority certificates had 
been granted. Moreover, the quality and finish of many 
of these articles were poorer than those of the goods for- 
merly imported from the United Kingdom and elsewhere. 
Again, the control of coal, the control over the transit of 
goods by the railways, and the advantages secured by the 
firms engaged on Government work over their competitors, 
by obtaining priority certificates for the import not only 
of the renewals and repairs to plant, but* also of new 
machinery, were all important factors, which enabled 
many firms to meet the rquirements of the Government 
on terms, which would not be acceptable under normal 
trade conditions. With the end of the war, this artificial 
stimulus to industries has had to be gradually abandoned. 
Ill addition, the raising of the exchange value of the rupee 
is materially, although temporarily, handicapping Indian 
industries by encomaging imports. Theoretically, it is 
true that the costs of production would be adjusted to the 
level of the prices and the exchange value of the monetary 
standards in competing countries, and that it is the compa- 
rative costs of production, which give rise to trade and 
determine competition. But it will be seen later that the 
process of the adjustment will be particularly difficult, 
and will take a comparatively long time, in the economic 
conditions of India, and that in the meanwhile the raising 
of the exchange will have the effect of handicapping 
the industrial development in India. Evidence is 


118 


forthcoming even from those British jinanu acturers who are 
profiting from this raising of the exchange, to prove that 
this effect is being felt by Indian industries. Here, it 
may only be mentioned, as a typical instance, that the 
United Kingdom’s Senior Trade Commissioner in India, 
in his report on the conditions and prospects of Bntisb 
trade in India, not merely admits that the raising of 
the exchange has stimulated the import of manufactures 
into India, but also warns those British manufacturers, 
who may vish to establish works' in India, that they niust 
be prepared to face this handicap upon their enterprises 
in India. If all these factors are taken into consideration, 
it appears that, as the economic conditions in the estern 
manufacturing countries settle down, and astheir industrial 
activities regain their normal proportions, and as the 
shipping situation becomes normal, some of the induslries, 
which were started in India under the artificial protection 
causedby the war, will sitccumb under the stress of the over- 
seas competition, unless they are placed on a sound 
and co]npetitive footing by means of well-conceived, ener- 
getic and consistent efforts on the part of the industrial 
eommunity with the guidance and assistance of the Govern- 
ment, to remove those industrial deficiencies, upon which 
the Indian Industrial Commission laid so much s re.s,s. 
H the industrial community and the Government co-operate 
harmoniously in this matter, the industrial advance made 
by India during the war will not only be maintained, but 
will also be further p- omoted. It is not possible withi-i tlie 


119 



limit of these pages to examine the deficiencies in particular 
industries and to suggest means for their removal. Only 
the general deficiencies in India’s industrial progress can 
le examined here. 

First, as to the availability of capital. One of the most 
I -encouraging features since the cessation of the hostilities 
; has been the readiness of Indian capital to subscribe to new 
industrial ventures, provided that confidence is felt in the 
names of their promoters and managing agents. The 
termination of the hostilities was followed by a considerable 
industrial boom in India. Licenses for new companies 
were freely granted, as the necessity of conserving the 
money market for Government loans had passed away. 
Most of the floatations by those promoters, in whom general 
confidence was felt, were over-subscribed, and the shares 
quickly advanced to a substantial premium. During the 
mine months April to December 1919, 634 new companies 
with an aggregate authorised capital of more than £134 
.million were registered in British India and Mysore, whereas 
during the corresponding period of 11918 the number 
•of companies registered was only 158 with a capital of 
£4| million. During the year 1919-20, 906 companies were 
floated with an aggregate capital of£ 183 million. The 
.most significant feature of these floatations was the large 
increase in their authorised capital. This was the result of 
'.the decrease in the purchasing power of the rupee, the 

Statement exhibiting the moral and material Progress of 
Indian in 1919, p. 78. 


ease with which new capital was obtained, and the realisa- 
tion that in any of the older companies were under-capita- 
lised, and had to depend substantially upon loans from 
banks and deposits, and to build up their finances out of 
profits This increase in the capital will promote stability, 
for credits and deposits are apt to fail when most reqiiirech 
However, a company cannot hang a heavier mill-stone 
round its neck than a paid-up capital in excess of its 
real requirements, and this is the danger lurking in these 
big capitals. One of the ablest financial authorities in 
London declared recently that not more than one-half 
of the profits of an industrial undertaking could be divided 
in practice, and when the huge amount of the capital 
of some of the new companies floated in India is taken 
into consideration, the difhcuity of earning profits large 
enough to pay satisfactory dividends, becomes apparent. 
Further, the industrial boom was not quite healthy in all 
respects, because a considerable speculation lay at its 
bottom. This, however, is inevitable in any boom, and 
as the speculation was soon brought under some control, 
tills boom spent itself gradually, and was followed by a 
slump, without causing any financial crisis. A boom is 
almost always followed by a slump, and unless the former 
has been unscrupulously eng'iieered, and the public 
unduly foolish, the latter is a healthy process., The Indian 
public, on the whole, has been slow in giving its support 
to doubtful enterprises, and a large number of <the 
companies are perfectly sound. 


The financial diiFiculties of the large promoters have 
tiins diminished substantially since the war. But tlie^ 
similar difficulties of the middle class industrialists are as^ 
great now as they were before the war. Their abilities - 
are unlrnown to the public, which declines to give them 
hnancial support. The banks cannot lock up their money - 
in buildings or machinery, while financial houses are scarce- 
ly to be found outside the Presidency towns, and even 
there, these industrialists are unable to offer to the financial 
houses, the security of approved names or of stock, which 
could be readily realised. So that, even now, they are 
dependent upon what they can collect from their friends 
and acquaintances, and, if this resource proves insufficient, 
they have to abandon their projects. To meet such cases, 
the Industrial Commission recommended the establishment 
of industrial banks with state assistance, which would 
keep themselves in touch with the middle-class industri- 
alists, be able to estimate the prospects of a fairly large range 
of industries, and possess funds, which they could a:fford 
to lock up for a time in securities not easily realisable. It 
may be noted that the war has stimulated the formation 
of such banks, in spite of the absence of any state assistance, 
and four industrial banks, with large capitals, the 
Gwalior Financial Corporation, and the Tata, Karnani 
and Calcutta, Industrial Banks are in existence now. 

If these succeed, others will follow, and the financial needs 
of the middle-class entrepreneurs will be largely provided 
for. As, however, the adequate extension of industrial 
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banks would require a considerable time, the Commission 
proposed that tbe Government should assist the existing 
banks in providing working capital to the middle-class 
industrialists. The provincial Director of Industries, 
with the assistance of his technical staff and a committee 
■of businessmen, should examine the financial position and 
reputation and the methods of manufacture of appli- 
cants for financial help, and should certify those persons, 
whose position was found to be satisfactory, as deserving 
loans of particular amounts and for definite periods, from 
the banks participating in the scheme, the Government 
•guaranteeing the sums lent, together with interest at rates 
agreed on with the banks. This proposal is admirably 
conceived, but its success in practice would depend 
upon the qualifications of the Director, and on the effi- 
ciency of the organisation created to examine the suitabi- 
lity of applicants for financial assistance. 


The Commission also recognised that there would be 
some large industrial undertakings which could not 
be assisted by the public or the banks, and which would 
need direct Government assistance. If the undertakings 
nre such as would supply an existing deficiency in the 
interests of the national safety or possess an important 
bearing on the economic development of the country, and 
if the prospects of their success are promising, the 
Government should render them a direct financial 
assistance in the shape of guarantees of dividends, or of 



loans of money, or of undertakings to puicliase a part of 
tlie output, for a limited period, as miglit appear desirable 
in each case. I Where any kind of Government financial 
assistance was given, the Commission considered it desirable 
that the Government supervision should take the form 
of an audit, inspection and representation on the board of 
directors. 


Assuming that the difiiculty of the supply of capital 
has been met, the employers have next to consider the supply 
of labour. It is most remarkable that in a country with 
a population of 315 millions, whose standard of living is 
-extremely low, a dearth of labour, especially for new under- 
takings, should exist, and that employers should be obliged 
to compete for labour of all kinds, and particularly for 
semi-skilled and skilled labour. Moreover, Indian industrial 
labour is not merely scarce, but is also intermittent. These 
difficulties are largely due to the fact that the Indian 
workman is primarily an agriculturist, and accepts indus- 
trial employment ony for a time, so that he may obtain 
a certain amount of money to reduce his indebtedness to 
the money-lender, or to supplement his small agricultural 
income, or to carry out some social ceremony. He returns 
to his village at the harvest time, and also when-’ 
ever he has saved sufficient money to take a holiday. 
Consequently, India has no operative class dep^ding 
'entirely on its industrial labour for its livelihood. Further, 
Indian labour is in many cases, in spite of its low wages. 


less economical than Western laboui*, and besides tlie 
quality of the worh is often poor. India, therefore, far from 
ii'aining an advantage from low wages, is handicapped 
by the low efficiency of her labour. But the greatest 
difficulty arises from the fact that the Indian worker has a 
certain wage in his mind, just sufficient to give him and his 
family the barest necessaries of life, and that when this 
wage has been obtained, he has no ambition to earn 
more by 'working harder, in order to improve his condi- 
tion. Hence, if the competition of employers leads to 
an increase in the current rate of wages, a common result 
is, as shown by the attendance-sheet of any mill or works, 
to produce a still further shortage, since a workman, who 
can support himself and his family for a week on four 
days’ wages, will work for four days only, absent himself 
from the works for the balance of the week and spend it in 
idleness. Thus, of all the problems facing the industrialisf^ 
in India, labour is probably the most serious, and also the 
most difficult to solve. 

Serious attention has been paid to this problem 
since the war by Indian industrialists, and the Industrial 
Commission did the sameV Its solution lies in raising the 
standard of comfort of the worker and his outlook on life. 
Free and compulsory primary education is the first essential 
for raising the efficiency of Indian lab oui*. Better housing 
is equally necessary to secure a better time and attendance, 
and to create a permanent industrial class of workers. The 


present housing conditions' of lab-our in cities is, to say the 
least, deplorable. Again, eSorts should be made to free 
the workers from the clutches of the money-lenders, and to 
encourage habits of thrift and a sense of self-respect. There 
is also an unlimited field for the development of welfare 
work of various kinds, such as the provision of adequate 
medical help, healthy recreation, libraries, social clubs 
and co-operative stores. It is noteworthy ■' that the Tata, 
Company has made an extensive provision at Jamshedpur 
for the comfort and welfare of its labour force. Indian 
industrialists should realise that these measures not only 
involve a social duty, but also that they are essential for 
the success of their enterprises, by helping them to keep 
a regular supply of labour, to improve its efficiency, .to 
raise a new generation of workers attached to the v/orks, 
and to train a sufficient number of skilled operatives. It 
goes without saying that these efforts of the industrialists 
must be adequately supported by the Government, 
especially in the matters of the education and the housing 
of labour. 

: ,So far the case of unskilled or semi-skilled 
labour has been considered. As one ascends the 
scale, the difficulties incjease. Technical training 
is still inadequate, and the supply of skilled me- 
chanics and men of similar grades is insufficient for any 
large develo23ment of industries. Competent managers 
of departments and foremen ' are even more difficult to 
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obtain ; and the great difficulties of effecting a satisfactory 
dcYolution of responsibility impose an additional strain 
on the persons in supreme control. The Industrial Commis- 
sion examined this problem also very carefully, and 
made several valuable suggestions. For the training of 
artisans, it made definite suggestions for improving the 
system of apprenticeship in workshops and engineering 
establishments, such as a more liberal treatment in respect 
of wages, the provision of better opportunities for teclini" 
cal training, and the institution of a better form of agree- 
ment. The Government, through its departments of 
industries, should assist the works in the provision of an 
adequate technical education. The main object should 
be to counteract the tendency among the promising youths 
of the working classes to seek clerical occupations. This 
object would be promoted also by an iinprovement in tlie 
social status and the prospects of skilled artisans. With 
regard to the training of foremen, the Commission found 
that the opportunities in railway workshops were extensive, 
but that they were confined to Europeans and Anglo- 
Indians, and that there was a noteworthy absence of 
any prov ision for middie-class Indians. To rectify this deti- 
cieney, the Commission recommended that adecjiiate 
arrangements for the training of Indian apprentices should 
be made, that they should be given respectable stipends 
during the period of training, that the conditions of train 
ing should be such as educated young Indians would deem 
consistent with their sense of self-respect, and that the 
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Government sliould share with the railway workshops the 
expenses of the provision of adequate training; facilities, 
hostel accommodation, and such other amenities as might 
be necessary to attract educated youths of the middle class. 

To these deficiencies in India’s industrial equipment 
must be added the absence of a class of entrepreneurs for 
managing and directing industrial concerns. The popula- 
tion of India has been organised on the basis of a here- 
ditary specialisation, the son following the occupation of his 
father. While this organisation has secured an excessive 
luimber of recruits for old occupations, such as the liberal 
professions and commerce in the strict sense of the word, 
it has obstructed the development of a class of entrepreneurs 
depending upo3i the direction of organised industry for their 
means of income. This tendency would have been largely 
'corrected, if in the past the Government had made an 
adequate provision for higher industrial education. How- 
ever, in fact, it w'as strengtlieneclby the Government policy 
of confining its, attention mostly to the provision of mere 
liberal education. The result has been to throve the oppor- 
tunities for the industrial development in India largely 
into the hands of non-Indians. A characteristic feature 
of organised industry and commerce in nearly all the 
Indian centres has been the direction and control by large 
firms of managing agents, which, except in Bombay, are 
mainly non-Indianr Besides carrying on the export and 
import trade, they have financed and managed industrial 
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fact thpt they co„teolttemaj.ntyo.l»t.,le.to 

p«,». Bern a»a pice mills as well as tea-gaptos, »«d “A 

^ ^ ^ • Q* rta xvfiT’ tlic 3)Ct)ivi1jiQ& oi 

petroleum and gold mines. Since tlie ^ax, ^ ^ 

AeEuropeanfirmsof inanagingagentsliaveincxeased, and 
t on, Japanese and American firms Have _ appeared 

ntfiefield ll is cfiaracteristic that the most impor ant 

letpments in the iron and steel industry now taking 
place are in the hands of three large Suropean firim. 

It seems that the industrial development in India along 

these lines cannot do as much good to the 

trulv indigenous development would do, since e p 

of the managing agents and the nosi ina 

obtained from these industries leave he coun^l, 

which benefits mainly to the extern rhat 1 

obtain employment among the lower lanko^ 

workmen, and secondarily to tl- e.tenr^^^^^ 
the shares of these enterprises are Ueld 'j 
Moreover, the foreign exploitation of the definite y ^ 

supply of raw materials in the mineral industries, incapable 

of'be'in. replaced, appears to be directly opposea to rhe 
interests of the country. The substantial Governmen 
assistance to the industrial development in mdia, mat 
is being contemplated, will not benefit the country much, 

. Ic-i-fTAlv rlprivecl by 'fol’GlSli 

if it is mainly or even largely cleinc., 

in India. Therefore, it should be the aim of the bovem- 

ment to- grant its assistance mainly to truly indigenous 
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enterprise, to foster it, and to lielp in the creation of 

^ ^ iN-rr qW 4-TiA CSiH 

a class of entreprenenrs, by all the “ 

.ive. One to do this r.ould be to send really capable 
and educated young Indians abroad for a hig er in us 

training at Government expenses in larger numb 

to endeavour to secure better training facilities for them 
than has been done in the past. Another way would be to 

oive freely tlie services of aovernment cliemists, geo ogis- 

:.d cdte experts to, »d.. carry a, Tc 

trial .■esc.aclr for tlrosel.dto md»f»l»ta rvlro may K 
prepared to engage in new undertakings. Again, vhen 
indigenous enterprise may not be forthcoming o 
in new industries, which would probably fall into the hand 
of foreign firms, and if the prospects of success appear 
to be good, the Government should start the new indus- 
tries, carry them tlrrough the experimental stage, tram a 
sufficient number of men, and band tlieni over to pnva 'e 
enterprise, when the experiments have proved successful. 
Economists of the strictest English school may ob]ect to 
this suggestion, but the war has shown, at least India, 
that the notoriety, which Governments gainec or me 
trial inefficiency was largely unmerited. Moreover, in two 
conspicuous instances, a substantial success has already 
been achieved in State-pioneering in India. The aluminium 
industry in Madras, and dairy-farming on the ^estein 
large-scale methods in Northern India were established 
directly by the Government, proved very successful, anc 
were handed over to Indian companies. 
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i is tlie question of a taritt sumcienwv 
> a substantial protection to new industries.^ 
has the support of almost every class m Inclias 
far found a voice, and Indian public opinion 
:efusal of the Home Government, 
'Ogress, even to regard the subject 
should now be reconsidered, and 

should be left to the decision of the 
ible within the limits 


Knally, tliere 
higli to give 
Protection L 
wliicli lias so 
cleiiiaEds that tlie t 
wliile tlie Avar was in pr- 
as open to d.iscussion, 
tliat tlie Q[nestion 

Government of India. It is not poss: 

of these pages to enter on an examination of the mein, i 
the question. But, it may be .stated that, while the uhimate 
results of a tariff would probably he less than its more 
ardent advocates claim, and that while it wdl impose 
an appreciable burden upon the consumer, the immediate 
effect may be to supply a considerable stimulus to m* 
dustrial enterprise. 
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CHAPTER IV. 


The Revenues and- Expenditwre of the Central 
and Provincial Qoveronients. 


At tlie time of the outbreak of the war, the finances of 
the Government of India were on the whole in a satisfac- 
tory position, for, the south-west monsoon was favourable 
and promised agricultural prosperity, the loan operations 
of the Government had proved a great success, and their 
total treasury balances had been found to be larger than 
the estimate, which had originally been made at the time 
of the preparation of the budget. It is true that for some 
months before the war, trade had been somewhat depressed 
owing to the previous unfavourable agricultural season, 
and the after-effects of the bank failures of 1913-14. But 
at the time of the declaration of the war, the trade depre- 
ssion was beginning to give way to greater activity, there 
was every prospect of a good year owing to the favourable 
agricultural situation, and if normal times had continueds 
the budgeted imperial surplus would in all probability 
have been exceeded* 


of the revenues from railways, customs and opium as coin 
pared with the budget estimate was due to the disturbance 
and depression of foreign trade that followed the outbreak 
of the war. In regard to the railways, it was found 
impossible to reduce the working expenses forthwith in 
proportion to the large and sudden decrease in the normal 
receipts, as much of the expenses were of a fixed character. 
The customs and opium revenues vrere affected by the 
fall in prices. The decrease in Interest receipts was 
mainly due to the depletion of the Secretary of State's 
balances in London, which, in ordinary times, would have 
earned interest till then final disposal. The fall in the 
receipts of Posts and Telegraphs was brought about by 
the reduction of business and interruptions of telegraphic 
communications entailed by the war. The adverse 
trade conditions also affected the Excise, Land and Stamps 
revenues, but in these cases the Central Government 
shared the loss with the Provincial Governments, these 
being divided heads of revenue. The only head of revenue 
under which the budget expectations were exceeded was 
Sait, but in this case the Finance Member expressed 
the opinion that the increase was deceptive, as it merely 
represented advance payments of duty to avoid a threaten- 
ed increase of the salt duty. Thus the adverse effect 
of the outbreak' of the war upon the revenues of the Central 
Government was considerable, and, consequently, the 
very optimistic view taken by tbe Viceroy in his speech 
in the Legislative Council closing the financial debate 


in March 1915, that the war had convincingly brought 
out the inherent soundness and strength of India’s financial 
position, does not appear to have been quite correct at 
that time, especially if the deficiencies of India’s financial 
position revealed by her Ways and Means, and currency 
and exchange, difficulties, and the run upon postal savings 
banks and Paper Currency Offices, are taken mto account. 

The war however revealed that India's financial 
strength was considerably greater than many of her 
financial experts had thought, and that since 1908, when 
Indian finances sufEered immensely during the world 
crisis of the year, it had increased more than they were 
prepared to admit. Speaking in the Viceroy’s Legislative 
Council in 1909, the late Mr. Gokhale laid particular 
emphasis on the fact that never during the 50 years previous 
to that year had there been such a heavy deficit as that of 
£3 . 75 million in 1908-9. As the result of the unparallelled 
blow dealt by the war, most experts had expected a much 
heavier deficit for 1914-15, but to their surprise, it was f I 
million less than that for 1908-9. India’s financial strength 
becomes more evident, when it is explained that the 
revenues of the Central Government were in 1919-20 almost 
double those in 1913-14. A part of this increase was, 
no doubt, the result of the enhancement of taxation and 
the inflation of currency. But the larger part was the 
result of natural groAirth. Again, table 10 makes it clear 
that from 1916-16, the actual total revenues every year 
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far exceeded their budget estimate. This, bowever^. 
appears to have been largely due to tbeir under-estimationj. 
at the time of framing the budgets. 

While most of the heads of revenue expanded more 
or less, the immense increase in the total revenues within 
the period of six years, was largely due to the expansion in 
railway and customs receipts, and in the yield from taxes 
on incomes and profits. In proceeding to examine them, 
it may be pointed out that the budget estimate for each 
year should be examined in relation to the revised estimate 
for the previous year, framed one month before that year 
is over, for the Finance Member prepares the budget 
estimate each year, by considering how far the figures 
of the revised estimate for the previous year— the latest 
figures available at the time of framing the budget — are 
likely to be affected by conditions expected to prevail 
during the year, for which the budget estimate is prepared. 
The budget estimate of the net receipts from railways 
for 1915-16 was £ .8 million less fhan the revised estimate 
for the previous year, because the Finance Member had 
to provide for the adverse effects of the war, extending 
over the whole of 1915-16, as against 8 months of 1914-15, 
This consideration would have led to a much lower budget 
estimate of these receipts, had it not been counterbalanced 
to some extent by the Finance Member’s expectations- 
of an appreciable recovery of credit, confidence and trade,, 
and by more favourable agricultural prospects. The actual 


receipts for that year, however, amounted to £ .3 million 
more. The factors, which led to this increase and to still 
more remarkable increases in subsequent years, were:— 

(1) The diversion of a large amount of traffic, especially 
coal, to railway routes from the sea routes, on account 
of the shortage of coastal shipping resulting from the war. 

(2) The greater activity of internal trade on account 
of the diminution of imports, for instance, cotton piece- 
goods manufactured in Bombay, Ahmedabad and Nagpur, 
Ld carried by the railways to Bengal, making up 
to some extent, the diminution in the imports of piecegoods 
from Lancashire into Calcutta by sea. (3) The greater 
military activity, resulting in larger movements of troops 
and military stores on railways. The increase in railway 
receipts from this casue was illusoiy, and not a source 
of financial strength, as the Government of India paid 
a certain amount out of one pocket into another. (4) 
The larger exports of raw materials and partially and 
fully manufactured goods from the interior to the iUlicd 
countries for the prosecution of the war, as compared with 
the exports during 1914-15. The progress of the %var 
rendered the operation of these factors more and more 
powerful. However, the budget estimate of the net 
receipts for 1916-17 was £ .6 million less than the revised 
estimate for 1915-16, because the Finance 3Iember held 
that the prospect was not altogether encouraging on ae- 
:count of the deficiency of the south-west monsoon, and the 
possibilittes of the war causing more stringent trade 



restrictions. The actual net receipts surpassed the budget 
estimate by more than £ 4|- million, and the Finance 
Member attributed this surprising result to favourable 
rains, in addition to the factors mentioned above. In 
the budget for 1917-18, the net receipts were estimated at 
£1.2 million less than the revised estimate for the previous 
year, on the ground of the provision of an increased ex- 
penditure on renewals and working expenses rendered 
necessary to enable the railways to handle the unprece- 
dented increase in traffic. But in the accounts for that 
year, the receipts amounted to £ .2 mhlion more, and 
again broke the record created in the previous year, owiu«- 
to the operation of the same causes as before. 

In 1918-19, the net rahway receipts were budgeted 
at a million £s less than the revised estimate for 1917-18 
because the Finance Member thought that he had to allow 
for the operation of several adverse factors ; in the first 
place, the extraordinary net receipts for 1917-18 had been 
augmented by a favourable monsoon, and it would have 
been unwise to count upon the continuance of the same 
conditions ; secondly, the continued wear and tear of the 
rolling stock and permanent way for lack of rer.ewal, 
had reached such an advanced .stage that the Finance' 
Member felt doubtful whether the railways would be 
able to cope with the demand made upon them for 
handling passenger and goods traffic; lastly this heavy 
wear and tear rendered it quite necessary that provision 
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should be made in the calculation of working expenses 
for renewal as far as circumstances allowed. These 
prognostications of the Finance Member were not realised 
at all. The railways continued to prove a source of 
financial strength, and he explained this away by stating 
merely that it had been found possible to subject thera - 
way system to a still greater strain without a break-down. 
In the budget for 1919-20, the net railway receipts were 
estimated to bring in £ 4 million less than the revised 
estimate for 1918-19. It is true that the gross receipts 
were estimated to amount to £ 2-3 million more, as the 
reduction of military requirements was expected to be more 
than made up by increasing private demands for railway 
facilities. But from this figure, a very heavy deduction 
of £ 6-’- million was made for special renewals after the 
forced “neglect of the last few years. The Finance- 
Member emphasised the urgency for drastic renewals, 

and explained that the railway authorities were confident 

of being able to spend this large sum profitably. The 

actual receipts exceeded j,the budget estimate by £ .2- 

million, in spite of the effects of the famine, and political, 
disturbances, especially in the Panjab, which particularly 

affected the railway trafiSc. 

The Customs revenue more than doubled by 193.9-20' 
as compared with 1913-14. Only a part of this increase, 
however, was the result of the natural growth, while the 
remainder was due to the enhancement of existing duties 


and tlie imposition of new ones. The outbreak of the 
war affected this head of revenue more than any other, 
and it continued to decline in 1915-16, while other heads 
recovered substantially their former position, in that year. 
This was due to the reduction in imports brought about 
by the growing shortage of tonnage. In the budget for 
1916 - 17 , the estimate of the receipts from the existing 
Customs duties was practically the same as in the revised 
estimate for 1915 - 16 . There were, no doubt, possibilities 
of further trade restrictions, but their effect was expected 
to be neutralised by the rise in prices,, which would have 
resulted in greater 3deld from ad valorem duties. However, 
in order to help in making up the expected deficit in total 
revenues, the general import tariff was raised from 5 to 
7 -| per cent ad valorem, with a few exceptions, and an 
export duty on two important staples, tea and jute, was 
levied. These enhanced and new duties were estimated 
to yield a little over £ .2 million. The actual total 
Customs revenue amounted to nearly £ one million 
more than the budget estimate. This increase was due, 
to some extent, to more favourable trade conditions, 
but much more to the rise in pricee, which brought about 
an increase in the receipts from ad valorem duties. In 
the budget for 1917 - 18 , the Customs revenue w^as estimated 
to decrease by £ .7 million on account of the adverse 
effect of the increasing shortage of tonnage on imports and 
exports, the former being further affected by the concen 
tration of the manufacturing countries of the West on the 



production of war munitions, and the latter oy oxcnant.o 
difficulties and special restrictions. But the actual 
revenue amounted to £ 1.6 million more than the budget 
estimate, and this was attributed by the Fmance Member 
to the factor mentioned above, viz. the continuous 
rise in prices. In the budget for 1918-19, the Finance 
Member maintained that with the progress of the war, 

it became more and more difficult to anticipate the effect 

of the opposing factors mentioned above, on the customs 
revenue, that, on the one hand, the shortage or tonnage, and 
the restrictions on production in and exports from the 
United Kingdom were becoming progressively acute, 
and that, on the other, these adverse factors were consider- 
ably neutralised by increasing exports from Japan and the 
U. S. A., and by the rise in prices. Weighing these oppos- 
ing forces, the Finance Member estimated the Customs 
revenue at £. 4 miUion less than the revised estimate for the 
preceding year. When the actual revenue amounted to 
nearly £ million more than the budget estimate, it 
was attributed to a more powerful operation of the favour- 
able factor connected with the rise in prices. The budpt 
estimate of the revenue for 1919-20 was £ 1.2 million 
higher, because the reduction in the proceeds of ad- 
valorem customs duties due to an anticipated fall in prices 
on the return of peace, was expected to be more than 
neutralised by an increase in the volume of imports to 
replenish exhausted stocks, rendered possible by somewhat 
tonnase situation. The actual revenue amounted 




to £ 1 . 6 mil i ion more, partly because tlie Finance Member’s 
aiitieipation of a fail in tbe level of prices was not at all 
realised, and all tbe more important tariff beads showed 
an increase, and partly because an export duty on bides 
was imposed in tbe middle of tbe year. 

Tbe yield from tbe taxes on incomes nearly 
trebled in the period of six years, with wbiob 
tlie.se pages arc concerned, if tlie exce.ss profits 
duty levied for a single year in 1919-20 is taken 
into account, and more than doubled, even if that duty 
is not taken into consideration. Tbe increase, bowever, 
was mainly tbe result of bigber taxation, altbougb, to some 
extent, it was due to bigber profits secured in those trades 
and industries, which throve on account of war conditions, 
especially in capital cities. In 1916-17, in order to help in 
meeting tbe expected deficit in tbe total revenues of the 
Central Grovernment, tbe rates of tbe ordinary income 
tax were raised, so as to bring in £ one million more. In 
1917-18, a supertax was imposed on large incomes in addi- 
tion to tbe graduated income tax, and was estimated to 
yield nearly £ 1| million, to enable tbe Government to 
meet tbe burden imposed by tbe gift of £ 100 million to tbe 
Home Government. In 1919-20, a duty on excess profits 
earned during 1918-19, was levied for a year, to assist the 
Government in meeting another burden resulting from a 
second financial gift to tbe Home Government. Tbe 
yield from tbe duty was estimated at nearly £ 7i million. 



, yield of the super taK 

Against this, however, a loss^ ,^illion had to he 

-and income tax and^exoess profits duty 

provided for, sine -business, and 

Le not to he the ^^0- of income tax, 

a rehate wastohegiven p^^eduty was 

on the " divided he^ 

XeluT, the yield heiag 

portions Zm the enhancement of the 

But the whole of the y 

income tax and from e sup Government, 

duty was _ jhsed or levied solely in order 

because the taxes ^ure of the Central 

Government brought about oy 

P nniifribiitiiK*’ iu a substantiai 

w;;:etLtta ^.d, 

.Ma.m'e, uttbo^gt „„nv.es in our peiiocl 

*„v., to a. mototo .» t » t* 

„e interest. «P*““ oi.n.period, 

UitSmo .. Ln £ »e million .t the l.egin..te 
“ ft The i„o...se began in 1916-17, .»d e.nti.nedto groj^ 

''ni, improvement did not become pronunent m ti e 

revenue aeeount till 1911-18, because in »66- « tic » bo o 
of the increase, and in 1917-18 a part of it, was set asu . 
to form a Paper Currency Depreciation Fund, theneoes- 
^ ° , . F iv.j ovi^n on accoimt of the depreciation 


in value of the consols, in which a considerable 
|)oitkj]} of tlie Paper Currency Reserve had been invested. 
The expansion of the interest receipts was almost entirely 
the resiiit of Government war finance. As will be explained 
fully in the next chapter, the Secretary of fState obtained . 
larger and larger funds from the Home Government in 
the foi‘311 of the recovery' of the disbursements made on its 
belialf' by the Government in India, and from the sale 
of Council drafts, and he invested these funds in. England,. 
hrgelr in the Home Treasury Bills. 

The opium revenue was doubled during the period 
under examination, on account of the greater demand 
from the Far East, and also from England for medical 
purposes, the latter being the result of the closing of the 
Turkish market. This enabled the Government to increase 
the price at which opium chests were auctioned. The 
excise revenue increased nearly by£ 4 million, and this was. 
attributed to stricter administration, and to more favour- 
able trade and agricultural conditions. This increase, 
more and more marked from 1916-17, was satisfactory, 
so far as it was the result of the former cause, but was far 
ironi being so, so far as it indicated an increase in the 
consumption of licj[uor. . 

From 1917-18 the Government obtained a new but 
temporary source of revenue, vtss, profits from exchange 
incliided under Miscellaneous. In August 1917 the 
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Secretary of State increas-^d tiic rates for Cotmcf/ Bills 
4ind Immediate Telegrapiiic Transfers from Is, 4 A and 
. .is, 4| d. to Is. 4ii- and 'ls. .. Sd., respectively. Tliis rise 
in excliange resulted in a large gain, amounting to £ 
million in 1917-1.8, in tlie remittance of Home Ciiarges, 
and in tlie recovery of disbursements made by the. Govern- 
ment on behalf of the Home Government. In 1918-19 
the net profit was nearly £ 5 million. The budget estimate 
of the revenues and expenditure for 1918-19 was framed on 
the basis of the rate of Is. 4d. to the rupee, and the sterling 
obligations were provided for at the same rate, although 
the rate prevailing at the time was Is. 5d., because the 
exchange position was very unstable, ^ and it was considered 
imsafe to act on the expectation of a continuation of the 
■higher, rate. However,, as matters actually turned out, 

' in April 1918 the rate Aad to be raised further to Is. 6d., 
for the reasons explained in a later chapter, and this 
enabled the. Government of India to make a, large saving. ,. 

■ in rupees in meeting its sterling obligations at the rate of , 

■ Is. 6d. ^ ■ To this was added the gain in respect of recover- , 

■ able ' war expenditure incurred in India on behalf of the ■ 
Home Government, arising from the same cause. The 
gross proht from exchange was much larger than £ 5 
million, hut it was’^ decided to deduct from it, the loss 
■■■which the Government sustained on account of the coinage 
of rupees in large numbers, which were put into cnrculation 
at the old rate of Is. 4d., but which cost the Government 
more to produce, e. in economic phraseology the legal 
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ralue of wliicli was levSS than their intrinsic value. Al- 
thongli the gain from exchange was very large in 1919-20, 
it was enthely set aside for purposes of capital outlay 
on railways, irrigation, and the building of Delhi, and for 
meeting the deficiency in the Paper Currency Eeserve. The 
gross gain from the progressive rise in exchange amount- 
ed to £ 15 million ; but from it were deducted a loss of £3 
million on rupee coinage, and another of £ 4.2 million 
due to the Secretary of State’s purchases of gold at a 
premium, because the losses arose from the same causes 
that contributed to the higher exchange value of the rupee • 
However, even the net gain from exchange was regarded 
as artificial, and not a real accretion to the resoxaxes of the 
Government, so far as it arose from mere transfer of funds 
between India and England. Eor, although a gain from 
exchange accrued, every time that the vSecretary of 
State sold Council Bills on the Government of India, 
and that expenditure was incurred in India on behalf of 
the Home Government and recovered in England, a loss 
resulted, whenever Reverse Councils or sterling money 
orders on London were sold. The only operations, the 
•exchange gain in respect of which was regarded as real 
and permanent, were the purchases of machinery 
and stores abroad in connection with the capital outlay 
on railways, irrigation, and the building of Delhi. It was 
therefore regarded as necessary that these capital accounts 
shouidgetthe benefit of the higher rate of exchange. Then, 
-there was another important consideration. The ultimate 
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abandonment of tlie Is, 4d, rate for accounts purposes,, 
and the adoption therefor of a 2s. rate, would result 
ill a heavy capital loss on the sterling holdings the 
Government of India, especially in the Paper Gurrenc}" 

' lieserve. The" deficiency in the Paper CuiTency Eeserve,. 
assuming a revaluation of its sterling portion on the basis 
of the 2s. rate, was estimated at neaiij^ £ 27 million, and 
the Finance Member strongly emphasised the importance 
of making np this deficiency, by setting aside each year 
a part of the gain from exchange, on the groiiiid that a 
position, hi which the sterling* portion of the Eeserve 
was clearly insufficient to cover that part of the note 
circulation against which it was being held, would shake 
]>iil)lic confidence, upon which the circulation primarily 
depended. For these reasons, it was decided to credit the 
railway, irrigation and Delhi capital aecoimts with £ 4.8 
million out of the £7.8 million of the net gain on exchange 
during 1919-20, and to set aside the whole of the remainder 
for meeting the deficiency in the Paper Currency Eeserve.. 

Proceeding to examine the growth of the expendi- 
ture of the Central Government during the period under 
consideration, table 10 shows that the expenditure also 
doubled. There was, however, a marked contrast betw^een 
the expenditure of the first financial year of the war and of 
those that followed. The actual expenditure of the first 
year was less than the budgeted expenditure, while in the 
succeeding years the position *was reversed, and the excess 
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••of actual expenditure over its budget estimate increased 
with, tlie progress of hostilities. This was due to the 
fact that during the first financiai 3^ear, India did not 
recover from the impact of the war, and therefore was not 
in a position to contribute financially to its prosecution to 
tbe extent that it did in the succeeding j^ears. ISlor was 
India’s financial help so urgentl}^ needed by Great Britain 
during the first year as in the following years, because 
the latter’s financial resources began to be severly taxed 
only from the second ^-ear. During the first year, the 
■urgent need of the Allies was for men and not so much 
for money, and, at this critical time India unstinting^ 
f)oiired fortli her best blood on the battlefields of Flanders 
and France. In fact, it has been freely acknowledged by 
military experts that, but for India’s Sikh, Jat and Gurkha 
battalions, England and France, unprepared as they were 
for w'ar, Vvould have foimd it well-nigh impossible to stem 
the onrushing tide of German armies. By the time 
Great Britain’s financiai resources began to^be strained 
heavily, India had begun to recover from the effects of 
the outbreak of the war, and rendered increasing sacri- 
;fices, perJiaps even more than her very limited financiai 
resources reaih^ allowed, till tlje successful terjniiiation of 
hostilities. 


The immense increase of the total expenditure was 
■'V'cry largely the result of the continuous expansion of 
military expenditure, and was due, to a much less extent;, 


to tlie gro\ytli of the salaries and expenses of civil depart* 
jnents, interest payments and the direct demands on the re* 
venues. The military expenditure nearly trebled in 1919-20 
as compared with that in 1913”14. In 1914-15, although 
the estimates of the different classes of military expendi- 
ture were much disturbed by the war, the total expendi- 
ture departed but little from the budget owing to the 
counterbaianchig action of several technical factors. In 
the budget of 1915-16 a reduction in the expenditure of a 
little more than £ 1 million w'as expected as compared with 
the revised estimate for the preceding year, or account of 
the postponement of aE ordinary military expenditure not 
necessary immediately. But the actual expenditure 
amounted to £ 2.3 million more than the budget estimate, 
on account of the agreement wdth the Home Government 
that India should make no saving from war conditions. 
Thus, although the normal drafts and reliefs of troops had 
ceased, it was decided to pay their sea transport charges. 
Similarly, although the number of the Territorial troops 
was at first less than that of the Eegulars w^iom they 
replaced in India, it w^as decided to pay the same amount 
as before. 

The budget estimate of the military expenditure for- 
1916-17 was only £• 2 million higher than the revised esti- 
mate for 1.915-16, but the actual expenditure amounted 
to nearly £ 3i million more, due to larger outlay on rifles and 
on strengthening the frontier position, to higher prices of 
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in if iiarj stores, and to increased railway charges in respect 
oi larger movements of troops and stores. In the budget 
ior 1917-18, £ I million more 'were provided for higher 
pay and pensions granted to the Indian army, and for a 
moderate reserve against unexpected contingencies. The 
actual expenditure, however, was £*3| million more, on 
account of larger operations on the frontiers, larger move- 
ments of troops and stores, and higher prices of military 
stores. In the budget for 1918-19, £*2 million more were 
provided. The expenditure was really expected to be 
substantially smaller, because the increase under 
some items was estimated to be more than counter- 
balanced by the non-recurrence or decrease of other items. 
However, in view of the large increase of the total military 
expenditure over the budget estimate in the past two years, 
the Finance Member thought it necessary to provide 
larger reserve than before, to meet unforeseen contingen- 
cies. But in the actual expenditure, there was a pheno- 
menal increase, which amounted to nearly £ 161 million. 
Of this,£ 12.7 million was due to the special war contribu- 
lion given by the Government of India. The initial 
.success of the Germans in their 1918 spring offeasive ren- 
dered the military position of the Allies very critical, and 
ill response to the appeal of the Prime Minister, the Govern- 
ment of India rmdertook to raise and train additional 
u00,000 men, and to bear the charges in respect of 200,000 
of these from 1st AprH 1918 and of 100,000 more from, 
l.st April 1919. On account of the collapse of the enemv 
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in Noveniber 1918 and the armistice whicli followed; it 
became im necessary to continue recruiting. But tlie 
recruitment already made, involved an additional ex- 
j^enditiire of £ 12.7 million in 1918-19 in accordance witli 
tlie abo^*e offer of the Government of India. The remain- 
der of the increase in the military expenditure was due 
to larger military preparations on the north-west frontier in 
view of the fresh German menace through Central Asia, 
and tlie unforeseen operations against the Mari tribe, 
'whicli had ])roved a source of considerable trouble. 

In the budget for 1919-120, the ordinary military 
expenditure was estimated to amount to £ 32 million as 
against the revised estimate of £ 311- million for 1918-19, 
because the economies in respect of the outlay on military 
works and expenditure oh the frontiers, were estiniated 
to be more than neutralised by the imperative demands of 
military efficiency in the light of the lessons taught by the 
war, such as improved armaments and equipmejit and 
more rapid transport. In addition to the oi’clinary mili- 
tary expenditure, £ 8.7 million had to be provided for the 
second instalment of the special war contribution jnen- 
tioned before, as against the first instalment of £ 12.7 
million in the previous j^ear. Thus, although tlie total 
military expenditure for 1919-20 w^as estimated to be 
£ 2| million less than the revised estimate for the preced- 
ing year, the Finance Member admitted that it represented 
a figure considerably in excess of what he hoped would be 
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Hie nornia] militarj' expenditure in future. In the actual 
expenditure, however, there was another phenomenal 
increase amounting to no less than £ 17-3 million. Thi.s 
was mainly the result of the Afghan war and the operations 
against llahsud and Waziri tribes. The cost of all these 
operations reached thesumof£14| million. The Finance 
Member admitted that it might have been less, but main- 
I tained that the crisis arose at a time when the resources 

of India had been severely taxed by the world war, that 
high prices ruled everywhere, that a higher standard 
of efficiency in the military organisation had to be provided 
for, and that every measure had to be adopted, which 
economised human life at the expense of meohanical 
contrivances, and ensured greater comfort for the 
troops. Furthermore, the ordinary military expenditure: 
exceeded the provision in the budget for it by £ 9.1 
million. Ibis increase was explained to he partly the 
result of residuary obligations arising out of the war, such 
as the war gratuity to British officers and soldiers serving 
in India during the war, the increase in their pay, the grant 
of six monthly bonuses to Indian troops and rewards in the 
shape of cash and land grants to Indian officers and meii 
who had rendered distinguished services during the war. 
and partly the result of the influence of frontier operation.^ 
involving the provision of mechanical transport, additions 
to animal tiansport, the increase of the air force establish- 
ment and Additional military works. The increase in the 
total military expenditure would have been much higJier. 
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if the second instalment of special war contribution amount' 
ing to £ 8.7 million, provided for in the budget, had 
been paid in full. The whole contribution, however, was 
subject to the condition that its payment might be recon- 
sidered in the event of the occurrence of two contingencies, 
namely frontier operations involving large expenditure, 
and serious financial burdens resulting from a famine or 
a currency crisis. The first condition had become opera- 
tive, and the Imperial Legislative Council passed a resolu- 
tion to the effect that the sums payable for effective and 
non-effective charges under the resolution making the 
war contribution, may be paid to the Home Government 
after deducting therefrom the expeiidituie on the Afghan 
war and the operations against the frontier tribes, and 
including the charges mentioned in the financial statement 
and amounting to £ 1 million, which, if the full contribution 
had been paid, would have been taken against it- 
This resolution was accepted by the Government, and 
under its terms £1.8 million were paid to the Home 
Government. 

Thus, India did not escape from the enormous growth 
In the military expenditure, which was one of the most 
mi favourable features of the war finance of the Western 
coimtries. In 1918-19 it consumed more than | of the total 
revenues, and in 1919-20 far more. Even in the budget for 
1920-21 the huge sum of £ 111 million has been provided for 
it, and the general hope that the termination of hostilities. 





•ivould enable the country to secure financial resources 
required for social and economic development, by means of 
the curtailment of the military expenditure, has not been 
realised. Moreover, the military reorganisation propsed 
by the Esher Committee will involve, heavy expenditure, 
and the addition of the burden of the maintenance of 
a navy appears to be probable. The military expenditure 
lias been a subject of public criticism for over a genera- 
tion. Indian politicians have maintained that India 
has been keeping an army beyond her requirements, which 
has been used from time to time in operations beyond her 
frontiers, and that India, as compared with the self-govern 
ing Dominions, has been bearing more than her legitimate 
share of the military burdens. It is not the function of 
an economist to examine the truth of such assertions, 
but it is his function to draw attention to the enormous 
economic waste involved in this huge military expenditure. 
Eminent economists such as Gide, Pigou and Cassel drew 
the attention of the International Einaneial Conference 
at Brussels 1920, to this problem in the Western countries, 
and if the continuance of the waste of economic resources 
is harmful to those countries, it is much more so in 
the case of India, whose resources relative to the 
demands of the population upon them, are more 
limited 

Another unfavornnhlo feature of the expenditure 
has been the continuous increa.se in the cost 
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•.of the aclmmistration as the following iiguic.'^ 
show : — 

Net Expenditure on the Salaries and Expanses of ■ 
Civil Departments in £ million. 

"1915-141014-15 1015-16 1916-17 lOiT'lS 191S- 19 

•Ueiieral Admiiiis- . 

tratioii. .. 2*0 2*0 2*0 l'O 7/ a ">,.> 

Law and^ Courts 2*7 2*9 2-9 2-9 j.*9 3*0 ~ 

Justice, i Jails. 0*7 0*7 0*7 0*7 0*7 0*9 i - 

Mice .. 4*7 6*1 5*2 5*3 o-o .>;& 9-b 

Ports & Pilotage. 0*05 0*1 0*1 0*1 0 1 0 -- 

Eaucatiou .. 3-0 3-0 2-8 :->-8 Vl 3-7 4- 

Ecclesiastical .. 0*1 0*1 0*1 0*1 0*1 1 

Medical & Saui- 

tation.. .. 1-2 1-4 1-4 Vi Ir 

Political.. .. 1-1 1-1 1-2 V? (“4 

Agriculture .. 0-5 O-o O-o O-o Ob (.S 

.Scientific and 

Miscellaneous » - 

Departments. . O'J 0*4 0*3 0 *l U*-^^ j' 


Thus, in six years the net expenditure rose to half 
as much again. A part of the increase was inevitable owing 
to the rise in prices and the cost of living, but it does .not 
follow that the continuance of the actual increase i.s 
unavoidable. It will be possible to effect an appreciable 
redaction under the several heads as a whole, excepting 
those of education, sanitation, medical relief and agricul- 
ture, by achieving economies wherever possi.Dlc, and maiiilv 
by substituting cheaper but not less efficient Indian agency 
for the more costly English agency, wherever permissible, 
as laid down in the Constitutional Reforms. 




A tliird iieacl of expenditure exliibitiiig a veiy large 
increase is Interest, tlie payments of which increased from 
£ 1| mill ion in 1913-14 to nearly £ 9: million iii' 1919-20.. ; 
This was chiedy due to the fact that the war contribution 
of £ 100 million entailed the annual charge of more than 
£ 6 million on account of interest and siniving fund provi-' 

, sioii. This increase was one of the inevitable results of 
, the war sacrifices borne by India^, and there is no prospect 
of its diminution in the near future, because it is improbable 
that alter meeting the needs of expenditure, any substantial 
resources will be available for reducing the debt. The 
burden will have to be borne for some time as one of the 
legacies of tlie war. 

Another important feature of the expenditure of the 
Government of India during the period under con- 
sideration, was the retardation of progress in education, 
sanitation and medical relief. It is impossible to draw 
an adequate picture, within the limits of these pages, of 
tlie backwardness of India in these matters. But as the 
fact is generally admitted, it will be su:ffi.cient merely to 
point out that at present 94 per cent of the population 
ill India is illiterate as compared with 1 . 6 per cent in 
^Scotland, 1,8 per cent in England and Wales, 7.7 per 
cent in the U. S. A. and 17.4 per cent in Ireland. In the 
matter of sanitation and medical relief, the annual reports 
of the Sanitary Commissioner of the Goyernment of India 
bear itness to tlie large mortality resulting from the anniiai. 
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visitations of plague and cholera, and the continuous 
prevalence of malaria. In addition, the serious loss ot 
vitality resulting from malaria should be taken into account. 
But the best proof of the inadequacy of sanitary and medmal 
arrangements was given by the influenza epidemic, which, 
according to official calculations, within three months, 
October-December of 1918, took a toll of nearly 6 million 
people, more severe than that exacted by the world wa * 
during the course of four years. The Sanitary Commis- 
sioner explained that the mortality was far more severe 
in rural areas than in towns. This was natural, because 
the deficiencies of sanitation and medical relief are far 
greater in the former. Now, these pages are concerned 
only with the economic loss, and not with the national or 
social loss, resulting from all these deficiencies, and the 
urgency of reforms in these matters must be considemd 
from the same point of view. Here again, it is not possible 
to explain fully, the actual economic loss. But it is gene- 
rally acknowledged that India’s general poverty a,nd low- 
standard of living are largely the result of the inefficiency 
of her factory as well as agricultiual labour, the crudity 
of her agricultural methods, and the deficiencies in tue 
organisation of her industries, as compared with western 
standards, and that these economic evils, together wflii 
many others, such as the hoarding habit and the liability 
to a sudden panic, exposing the currency and banking 
systems to considerable dangers, are largely due to the 
prevalence of utter ignorance among the vast masses of the 
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population. The inadequacy of sanitary and medical 
organisations involves a considerable loss of human encrg}-, 
complete or partial, and is partially responsible for other 
economic difficulties such as those connected with the 
organisation of permanent industrial labour in large cities. 
Thus it becomes evident that progress in education, sani- 
tation and medical relief plays a vita! part in India’s 
■economic advance. 

Erom 1911-12 to tiie commencement of tlie war, the 

expenditure under these three heads increased steadily, 
although the rate of increase was slower than that needed 
by the necessities of the case. But, during the war, 
progress in these matters was largely arrested, and it was 
not until 1919-2U that an appreciable advance was made. 
This becomes evident from the fact that, while the total 
expenditure increased from £ 82.8 mdlion in 1913-14 the 
kst pre-war year to £112.1 million in 1918-19, exclud- 
ing the special and additional liability of £ 12.7 million 
underta en later in the year, i. e. an increase of £29.3 
million the expenditure on education, sanitation, and 
medical relief increased from £4.2 million in 1913-14 
to £ 6.2 million only in 1918-.19. 


[Table- 



Net Expenditure on Education, Medical Relief and 

Sailitation hi £ miMion* 

Year. Education. Medical 
and 

Sanitation. 

1.0 
, 1.1 

■■■ 1.2 : ■■■■:. „ , , , 

1.4 

■ Medical 
" ' " .8 ■■ 

.8 
.9 
.9 

' 1.2 ■ 


i9VM2 
1912 13 
191344 
191445 

19154(5 
191G47 
1917 1.8 

1918- 19 

1919- 20 


Sanitation. 

.6 

.B 

.6 

.8 


Tabio No. 14. 


In tke very first year of the rs'ar, tie Provincial 
CJovernnicnts we not allowed by tlie Government o. 
India to spend fully the grants made to them oy it toi lese 

reforms, and consec|uentiy tlie actu^^ expenditure on e n 

cation, and on sanitation and medical relief for 19I4-].o 
. was £ .7 and .4 miUiou less than the budgeted expenditure. . 
The policy of retrcuclnnent in these matters was conti^ 
nued, and the actual expenditure on education in 1915-16 
and the next two years was less than the budgeted expendi- 
ture. If retrenchment was- necessary on account ot the 
financial situation resulting from the war, it is probable 
that it could have been carried out in respect of the rapid j 
growing expenditure on such heads as police and the sala- 
ries of Civil Establishments, and that these heads could 
, have, been spared in view of the necessity of then- rapid. 
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progress. It is true that in 1917-18 the Government of 
India gave a specia] aim iiai recurring grant of £.2 million, 
to be distributed among the Provinces for improving the " 
•training and pay of teachers in primary and' ■ secondary ■ 
■schO'OlSj. and that in 1918-19 two similar grants of the same 
aiooimt were luads for the extension of primary and tech- 
31 ical caacaticn. In mahdiig these grants the Finance 
ih:r . ' . hhj jcm.hting Ibao il-ey crere small in compari- 
son tii8 vast and nrgent re-|iiiremeiits of India in these 
rii:i;:tc3:s, exp :3‘incd that it was ■ an earnest of the Govern- 
mi cm ion oi miking rncne liberal provision toi 
01 ’ . .k . c . ^ :r' „n ol popev ar ’’ 'lot ij c\oo roj. 

jirb.J. L'i. t ‘.'i.-ij Cli iXij that fine, not raerel}" 

oa a?<. -^nni' clt-.o iln.mo'nl chhioiik-ies of the war, bat 
i’ui! tin? I at.:.,n that' it \:ov. 


■ nao 


rooen ingldy 


w ’ " ’t n r ™ f ^cn o' rf Chntral and i-O'^ 

jJc., c:*.uL..p.c ra i.n so.'Lemc ol i^onstitroional 
i( ’ O'' m,.] ?i- .Ml acL^Jly aiadn. Iliese were nsehil 
grants, Imt iiie ' sewed to show the slowness 
nroaanss that . v/as behio . acliiev.ed. . 


Wiki regard to the lio\. incial Giovernnient'S, it should, 
be roleti that their loss cl icTennes from the outbreak 
of the war, was much smaller than that of the Central 
Govornnient, because their revenues depended to a far 
smaller extent upon trade conditions. On the other hand, 
the growth, in their revenues and expenditure in tiie 


succeeding years wavS very niiicli less than the growth 
in those of the Central Government. This was so, with 
regard to the revenues, because they had to depend merely 
upon normal growth, no increase of taxation being made 
under the Provincial heads of revenue, and the yield from 
that under the Divided heads such as the Income tax 
being wholly appropriated by the Central Government 
for the reason stated before. The small growth of the 
Provincial expenditure was due to the fact that the Pro- 
vincial Governments v/ere made to adopt a policy ol vigo- 
rous retrenchment, in iiiatters not immeciiately essential 
or remunerative, by the Central Government ixoin the 
very first year of the ww, on account of the financial situa- 
tion brought about by the war. Even in 1914-15, the 
Provincial Governments v/ere not allowed to spend fully 
the grants which had been made to them by the Central 
Government for the extension of education, sanitation, 
iiieclical relief and civil works. In the budgets of succeed- 
ing years, although the policy of retrenchment was con- 
tinued, provision was made for the Provincial Governments 
to draw to a small extent upon their balances accumulated 
with the Central Government in past years, in order that 
their already insuffi-cient commitments in respect of educa- 
tion, sanitation and medical relief might not be unduly 
interfered with, that a dead stop might not be put to 
all further developments in these vital matters, and that 
the normal standards of expenditure might not be reduced 
too severely. However, the Provincial Governments 
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made no use of this provision, because every year, tlie 
expected deficit in their revenues was turned into a surplus,, 
cither on account of an increase in their revenues or a 
reduction in their expenditure as compared with the 
budget estimates, or of both. These surpluses were 
added to their balance# with the Central Government, 
which were thereby increased. The surpluses thus proved 
useful to the Central Government in meeting its Ways 
and Means difficulties. The Provincial finances were 
therefore so managed during to war as to assist the 
Central Government materially in meeting its financial 
difficulties. 

With the cessation of hostilities, the Central Govern- 
ment could no longer ask the Provincial Governments 
to abstain from drawing moderately on the large balances 
to their credit with it. They were therefore now per- 
mitted to incur additional expenditure on the extension of 
education, in directions in which it had been specially 
hampered by war economies, on the development of 
industries, on the repair of damage caused to public insti- 
tutions and services by the financial stringency of the 
war, and on purposes such as the development of forests, 
and Jigricuitural experiments, which would secure a larger 
return to the State. However, the advantage of this 
permission w^as taken only to the extent of £ :i| million, 
this being the estimated provincial deficit in 1919-20- 
to be met by drawdng upon their balances with the Central 
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Government. But the actual Provincial revenues almost 
coincided with the expenditure, and therefore the oaliuces 
were not touched this year also. 

It remains to consider the prospects of the revenues in 
the' near future. Under the system existing hitherto, 
the\' receipts from. Land- Revenue, Income ta.x, Stamps, 
Excise and I'lxigation were , divided in certain proportions 
between tbe Centra] and' Ptoviiieiai . Gov erniiieiits. llie 
•scheme of coastitul iuiiiil refoms, however, realised the iiecni 
for the complete separal'icn of the finances ct rlio Central 
Ch ve a cii ru i h so ’o Cv* cal enw i.', 

and for securiag to the laLtcr siibsiciitial freedom from the 
control of tr.e foimcr, in orchr to enable them to meet 
the needs of tiioir o •vn provinces nrore adequately" than has 
hitherto been dor.o. It has there lore been decided to 
credit tlie whole ci tire icccipts iVoni Income tax to the 
Central Government, and to inahe the ^ ther heads of 
revenae entirely Provincial. Tiiis will leave the Central 
Govefnmem with a deficit of Its. 10 erores, and as the 
provinces will gain in reve nos by the rc -arrangement, it 
is only fair that the deiicit shoulfl be made up with coiitri- 
batioiis from the provinces, which will be extinguished 
after a few years, when the revenues of the Central Goveni- 
'inent will have sufficiently expanded to meet its own 
.requirements. The initial contributions are bound to be 
somewhat arbitrary and inequitable, because the realisation 
of a theoretical equity would have entailed a revolutionary 


oliafige iri' 'the existing -figures of the revenues and 
expencliture of the various provinces. Besides, it would 
have been very difficult to arrive at- an equitable contribu- 
tion without knowing- the normal expenditure, of each pro- 
vince. It would lia\^e been unjust' to penalise one province- 
by an increase of its contribution, for its strict adhesion 
to economy during the war, while another province, which 
„liac! iiicreased its expenditure more fiL-ely, was rc'warded 
by a reduced contribution . ■ .Moreove, it would Lave been 
dilficuit to calculate even t.he norniai -revenues under several 
heads, as they were liable to all the vicissitudes of a period 
of ecoiioinic disturbances and exchange iliictuatioiis. It 
has therefore been decided to base the initial contributions 
upon the increased spending power accruiiig to the 
Provincial Governments under the new scheme. The 
increase in the resources of Madras, Bombay, Bengal, the 
United- Provinces, the Punjab, Biiiiiia, Bihar and Orissa, - 
the Central Provinces and Assam has been calculated to- 
amount to Its. 6, 1, 1, 4, 3 , 2 ], U i, and i, croies 
respectively, and accordingly tlieir contributions will be 
liS. 31-, 1, 2J, 2, i, nil, j and crores respectively. It 

will be seen that the last four provinces are let off more 
easily than the others, and the reason given is that, being 
backward in their social, economic, and administrative 
conditions, they will have to commit themselves to a larger 
proportion of expenditure. However, the special 
treatment accorded to them, and penalising the major 
provinces for their benefit appear to be undesirable. 



because, although in cases of emergenc}’' they should be 
assisted by means of liberal grants, normally they ought 
to develop their own resources and to rely on their own 
revenues, and because their treatment as infants may 
tend to weaken their self-reliance and sense of responsi- 
bility. 


The initial contributions will be gradually so altered 
that at the end of seven years, the equitable liznit based 
upon the capacity of the provinces to pay, will be reached. 
It is true that equity in- these matters is as difficult to secure 
as the equity in taxation outlined in Adam Smith's first 
rule. However, the Meston Committee, after giving due 
weight to various factors such as the population, cultivated 
.area, provincial revenues, amount of income tax, the 
extent of the consumption of textile goods, liability to 
famines, and indirect contributions to the Central Govern- 
ment through the channels of the income tax, customs and 
•salt duty recommended the following percentages of the 
total contribution by the provinces as equitable : l^fadra.s 
17, Bombay 15, Bengal 19, the United Provinces ]8, 
the Punjab 9, Burma 6 J, Bihar and Orissa .10, the Central 
Provinces 5, Assam 2J. Although the general justice of th is 
scale of contributions may be granted, it appears that the 
Punjab, with growing resources and a progressive commer- 
cial life, wdli contribute a smaller percentage than would 
be equitable, and that Burma and the Central Provinces 
have been let off too easily. This scheme of equitable 


.contributions is calculated to disappear in about 10 years, 
when the revenues of the Central Government will have 
sufficiently expanded to meet its requirements. 

We shall now first consider the prospects of the Imperial 
heads of revenue, and then conclude this chapter by 

• dealing with the provincial heads. The net receipts from 
the railways exhibited a remarkable increase from 

• and the question is whether the rate of increase will be 
kept up, or will slacken, or whether the net receipts will 
fall off. In considering this problem, several opposing 
factors must be taken into consideration. The gross 
receipts depend upon the number of passengers, the dis- 
tances over which they are carried, and the classes in which 
they travel, and upon goods traffic consisting of produce 
carried from the interior to the ports for export, coal and 
other goods, and the distances over which they are carried. 
With the return of peace, the operation of some of the 
factors explained above as swelling these receipts during 
the war, has ceased, or is gradually weakening. The 
. artificial inflation of the receipts by the large movements 
■of troops and military stores has already ceased. The 
coal and other traffic diverted from the coastal to railway 
routes during the war, is returning to normal conditions, 
. as the tonnage situation is gradually improving. The kind 
of activity of the internal trade, explained as resulting 
from the restrictions on imports, has weakened on account 
■ of their removal. However, these adverse forces will be 





more tlian counterbalanced bv^ tlie growing strength of 
other factors. Firstly, as India’s export trade expands 
vritii the reconstruction of the indiistriah stiiietiire in 
Furope, and the growth in. its efiective , demand for India’s. 

" produce, the railways will have to 'carry increasing 'qnanti- ' 
tics of the produce from the interior to the ports. Second- 
13', India is on the eve of a great iiidustrial era, and steps- 
are Being taken to cany out the inipoitnirt' recoirimenda- 
tioiis of the Indian Iiidustrial Comiiiissioii. Induskial^ 
activily in a vast coiiiitiy Hire India means tliat raw 
will be brought together in enorjiious qiniiititLes 
from diiiVreiit points, and that the nianufaotnred coirfino- 
dities will have to be distributed widely. This two- 
work of the concentration* of raw materials and the 
of the finished products on a much larger- 
than before will have to bo performed hy the rail- 
ways, and will mean increased receipts. The railway 
expenditure is made up of the interest payments, and the 
cost of direction, maintenance and operation. The rise 
in prices is not iikeh^ to afiect the first two items, in any 
degree, but it has already raised substantially 
the cost of; labour and materials such as coal, stores, inetak 
and cement required for the maintenance and operation 
the raihvaj'S, and as the level of prices, as explaii3,ed 
later, is likely to remain much higher than the pre-war 
level, in the near future, the railway expenditure also 
will probably remain substantially above the pre-war 


i;a ii \vay.s become possible. Moreover, tbe wear and tear ■ 

ol t he rolling stock and permanent way during the ivar wain 
iinprecedeiited on account of - the heavy traffic and the lack 
: of i‘ene;wais, and it is clear that, for a few years, substantial 
-■ .sums • will have to be 'Spent- upon', renewals,,' after the 
forced neglect of the past few years. In this connection 
it Ilia)’' be noted that the reserve of £ 20 niillioii, which tliC' 
C'lcveriinient of India built up in 1 9X7-18 for the purposes- 
of railway renewal, was mostly used up by it for other 
purposes.- Taking all' these; factors, into ■ consideration, 
it seems that the net- railway receipts, depending upon 
1,1.16 siirpltis jivaiiaole after meeting t.he expenditure out 
of the gross receipts, will not increase further in tlie 
next few years,. to an appreciable extent.' On the other 
hand, they are imt- l&ely-to fall below the 

present level, because the, importance of the favourable 
factors mentioned above appears to be considerable. 

With regard to the Customs revenue, it has been 
suggested that the decline in prices wdll reduce the proceeds 
of those customs dues, which are levied on an ad valorem " 
basis. But this factor does not appear to be much important, 
because, as explained later, the level of prices in the near 
future is lilcely to re.main much higher than the pre-war 
iavei. Moreover, whatever reduction any decline in 
prices may bring about in the proceeds of ad valorem 
customs duties, will be more than counteracted by the 
expansion of trade that will result from the resumption of 


normal conditions and from India's economic progress. The 
present general import tariff of 7 J per cent will probably 
remain, and it will not be desirable to raise it further, unless 
financial necessities compel it, because it will mean an in- 
crease in the already heavy burden upon the mass of Indian 
consumers of imported necessaries of life.* The rate of duty 
upon the import of certain articles of luxury such as motor 
cars, tinned food, liquors, costly fabrics and furniture may 
be raised, but the yield is not likely to be large. However, 
it will be possible to secure an appreciable revenue by means 
of duties upon the export of articles in which India ]')Os- 
ses«e« a complete or partial monopoly such as rice and jute, 
and large advantages, such as cotton, oilseeds and hides 
and skins. The Avorid shortage of raw materials Avill continue 
for some time, and the effective demand for them will 
become strong with the gradual disappearance of the 
existing trade depression and Avith the progress of industrial 
reconstruction in Europe, and therefore the duties upon 
the export of such articles, will mainly fall upon the import- 
ers, and AA’iU probably produce no adverse effect upon India's 
export trade. The export duty on jute, first levied in 
1916-17 and doubled in 1917-18, and the export duty on 
rice, have been bringing in a useful revenue without adverse- 
ly affecting their exports. These duties will most probably 
remain, and similar duties may be imposed upon the other 

In the budget for 1921-22, in ordsr to meet a large deficit, 
the general ad valorem duty had to be raised to U per cent, 
-except for certain articles of luxury, the duty on which was 
iacreased to 20 per cent. 
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articles mentioned above. In September 1919 the Govern* 
ment levied a duty of 15 per cent upon tbe export of raw 
bides and skins. Tliis is satisfactory, but for reasons 
mentioned in an earlier chapter, it is difficult to approve 
of the decision to grant a rebate of TO per cent, if the raw 
material is exported to any part of the British Empire 
and tanned there. On the whole , the Customs revenue 
may be expected to undergo a steady expansion. 


There can be no question of reducing the ordinary 
Income tax or the Super tax. The Excess Profits Duty 
has disappeared, but its place- may be taken by death or 
inheritance, duties. This policy will be in accordance 
with the principle of laying the burden of taxation upon 
shoulders best able to bear it, and it may be explained 
that the richer sections of the community in India as 
compared witli those in the Western countries have, in 
the pastj hardly borne them fair share of the total burden 
of taxation. The revenue from salt should not be expected 
to show" any growth. On the other hand, it is desirable 
that it should decrease, for this will mean that the 
burden upon the poor man in respect of a necessity 
of life will be reduced. As regards the Opium revenue, 
it declined materially after the agreement with China 
in 1911, but improved considerably from 1916-17 on 
uccount of larger sales to the Straits Settlement in 
accordance with an agreement with its Government, 
tnd the replacement of Turkish opium by the Indian 
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product for ' medicinal purposes in England, The sale^ 
to tlie Straits Settlement . may be expected to continue, 
but it is doubtful wlietlier- tlie Indian opium will be able 
to hold its own. against / Turkish opium in the English 
market. This is one of the many matters of trade in i¥hich 
■ England can reciprocate towards India witliout any appreci- 
able loss to herself. On the wliole, however, iiodnerease 
under tliis head of revenue, can be expected. With regard 
to the iitcrest receipts, they increased hiirriensely during ' 
the war on account of tcmpC'Cary InYcstnients of tlie 
Secretary of Btateis Ini’latsd cash l)ala:ie:?s, and of large 
investiiicnts on behalf of the Paper Currency Ileserve. 
But a large part of the surplus balances will be utilised 
for various purposes, and the interest derived tlieiiv 
investment will gradually diniinisli. On the other hand,, 
the receipts' from the inirestments of the Pape^r Currency 
Reserve, although decliiiing temporarily, wall ultimately 
recover, because, as explained before, the loss of the Reserve 
.resulting from the rise in the sterling value of the rupee 
■will be made up' in a. few years, out of the gain .from, 
■exchange. On the whole, therefore, this head of revenue 
may sliow some decline. 

Coming to the provinc.iai heads of revenue, the land 
revenue wdil undergo only normal growth, and no con- 
siderable increase can be expected. Whether the land 
revenue is a rent as maintained by the Government, or a 
tax as asserted by some Indian economists, its burdem 
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Is,, already .teavy enoiigli in 'tracts, under' the Teinporaiy 
S(3ttlemejit, and it is not ; capable nf any substantial 
increase. The tracts under the Permanent .Settlement 
are paying iniicli less than they ought to do, but the Govern- 
ment cannot go b.ack upon the Permanent Settlements ' 
. sboitsigiiteclly made by Lord 'Coriiv/allls a, gainst the better 
Jiidgiiieiit oi Sir ooii.il Shore. ■ The i%?/7enne from St^mlps 
and Irrigation also wui irnd'ergo a normal grovrtli with the 
economic 2 "*j‘og:e>s of tlie cour.tiy. The .Excise revenue 
has c<j:i:ildoT&h!y in recent years, but its reduction 
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Outlay iu £ raiilion 

Capital Outlay ou : — 

Railways 

Irrigation 

Bellii 

Discharge of debt , . 

Imperial deftcit . . . • • • 

Provincial deficit .. .. 

Fet issues of Imperial and 

Provincial Loans . . • • 

Unfunded Debt .. 

Famine insurance and miscellane- 
ous items 

Discharge of temporary debt 
Purchase of military stores await” 
ing allocation . . • . • • 

Purchase of Home Ireasury 

Bills ■ • 

Discharge of Treasury Bhls m 
excess of issues 

Dehit for purchase of silver^ . . 
Credits in favour of federal 
Reserve Banh of l^ew ^ork , . 
aepaymeiit of assets of hostile firms 
held in deposit by C4overiiment 
Payment to Home Government oi. 
balance of Indian ^ Wnr 
proceeds in reduction of £ lUU 
million contribution _ 

Refund to ^yar Office of amount 
recovered in excess m previous 
year .... 


12.0 11.0 


1015' 

-10 

1916-17 

A 017 “18 

Budget 

Rev. 

Budget ilec. 
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8.0 

4.1) 

3.0 1.0 

3.6 3.1 

l.i 
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0.0 0.6 

0.0 0.5 
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0.3 

0.3 0.3 

i ) . 3 0.3 

1.0 
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2.8 
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CHAPTER V. 

, » — 

"Tfie Difficiilties md Problems of the Ways and Means of 
Govern meat Finances. 


In tlie last cliapter, tlie revenues of tlie Government 
of India, and its expenditure charged to the revenues 
were dealt with. Outside this revenue account, however, 
the Government has annually to make large disbursements 
in connection with several matters, such as various kinds 
of capital outlay and discharge of debt, and to secure funds 
in diverse ways, such as by means of permanent or tem« 
porary borrowing, from the accumulated balances, and 
from the savings bank deposits, in order to be able to make 
the disbursements. The Ways and Means position 
explains these receipts and disbursements of the Govern- 
ment outside the revenue account. The examination of 
this position in this chapter, will be based upon an analysis 
of the figures of its revised estimate framed a month 
before the end of each year and given in tables 15-17 
because the actual figures are neither published, lior obtain- 
able ill, any otlier way. However, as the difficulties ' which . 
the Governine.nt had to face in this respect, and the ways 
in; whkdi they, were' met,' are- brought out quite as veil 
by the figures of the revised estimate, as they would have 
been, if the actual figureiS had been available, and as this 
chapter is concerned only with an examination of the 
difficulties and their solution, the differences that may 
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exL^t' between tlie two sets of figures may be disregard- 
ed. For examining the forces and factors which 
were at work during the period, and the difficulties caused 
by them, the war period may be divided into two parts, 
the first extending over 1914-15 and 1915-16, and the 
second over the subsequent years, because the forces 
at work and the difficulties resulting therefrom, were 
dilfereiit during the two parts and difierent measures 
had to be taken to meet the difficulties. During the first 
part, India sufiered from the effects of the outbreak of the 
war. Those effects disappeared by the end of 1915-16,. 
and new problems and considerations arose by that time* 
However, it should be noted that this division of the war 
period is not meant to be hard and fast, because the factors, 
which became prominent during the second part of the 
period, had already begun to make themselves felt during 
the first part. But, as they exhibited little strength, 
and caused no appreciable difficulties during the first 
part, this twofold division of the war period does not 
appear to be out of place. 

During the first part of the war period, two factoran 

the loss of confidence in the financial soundness and 
stability of the Government of India, mainly on the part 
of the ignorant masses, and the acute depression in India'E 
export trade, were in operation, and the Ways and Mean^ 
difficulties which they caused w^ere the run upon the Postal 
Savings Banks, the Paper Currency Offices and the 


Tieasmltti, and the fall in exchange necessitating the sale of 
reverse Coimcil drafts in Calcutta, The public confidence 
in financial institutions had been shaken by the failure 
of a large juimber of Indian Joint-Stock Banks in 1913-14^ 
and the baseless rumours circulating in the bazaars about 
imaginary defeats of the Allied armies, together with the 
laischief wrought by the German cruiser the Emden in 
Indian waters for a few months till it was caught, which 
seemed to give colour to these absurd rumours, created 
a panic ina. ini) '• among the ignorant masses, and they 
made a heavy run upon the Postal Savings Banks. For 
some months before the war, the deposits in these banks 
had been increasing under the stimulus of the new facilities 
granted by IJie Government which raised the limit on annual 
'deposits in these banks from Rs. 500 gross to Rs. 750 
net, and also the total amount that could be held bj^ a 
depositor from Rs. 2,000 to Rs. 5,000, and at the beginning 
of the war tlie total deposits in these banks amounted 
to Rs. 24.3 crores. But, the run was so heavy that 
during the months of August and September deposits 
amounting to Rs, 6 crores wer^ withdrawn, and the 
amount withdi^awn came to Rs, 10|- crores by the end of 
i’914-15. There was a similar demand for rupees in return 
for currency notes, especially acute in Bombay, Ignorant 
people became eager to realise their assets, as they believed 
that the notes which they possessed would lose all their 
value in a short time, and they made a serious run upon 
the Paper Currency Offices and district treasuries with 


iiie result that the active circulation of notes fell froiH' 
Bs. 51.9 crores on 1st February 1914 to Bs. 45.1 crores on 
the same date in 1915. The run upon the Postal Savings 
Banks was undoubtedly to a very large extent the result 
of panic, but it is dfficult to agree with the view taken 
by the Finance Member that the run was wholly due to the 
panic. The reason is that owing to the acute depression 
in India’s export trade, the raw materials grown by the 
agriculturists, wdio form 70 per cent of the entire popula- 
tion, could be sold only at low prices to middlemen, and 
those who were seriously affected by this fact, had to use 
up the small reserves that they had created in the Savings 
banks, in order to maintain themselves and tide over the- 
bad period. However, it must be admitted that by far the- 
larger amount of these withdrawals was the result of the- 
panic. 

The policy pui*sued by the Government in meeting these- 
two runs and restoring confidence -was altogether praise — 
worthy. One of the practical maxims of banking is that 
the best means to allay a panic and stop the run upon 
a financial institution is to make full and prompt payments 
in response to the demand. The Government did this 
with courage and promptitude, even increased the facilities 
for the encashment of notes, and met all the demands 
fully and promptly. This policy was eminently successful, 
the panic soon gave way to renewed confidence, the depo* 
sits in the savings banks and the active circulation of notes. 
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began to stow a tendency towards an increase in the 
latter half of 1915-16, and by the beginning of 1916-17 
the conditions regarding these two matters became quite 
normal and stable. During the second part of the war 
period, the note chculation increased so rapidly as to 
become a source of danger, and although the deposits in 
the Postal Savings Banks increased slowly, this was not due 
to any want of conlidence, but to the fact that the issue 
of postal cash certificates in connection with the war 
loans proved a superior attraction, and appropriated 
those savings which othersise would have increased the 
deposits of the Postal Savings banl^s. There was no reason 
to regret this, as it was advantageous to the Government 
of India to have deposits, which were practically at call,, 
transferred to more permanent indebtedness, 
following figures show the position of the deposits since 
1914. It will be noticed that their level on 
1919 was still 19 per cent below that on 
in 1914. 

Deposits in Post Office Savings Banks in Crores of Rupees 

31st. March 1914 23.17 

1st. August 1914 24.5 

31st. March 1915 14.89 

1916 


The runs upon the Savings banks, and Cui-reucy Offices 
were successfully met, but this required large funds. The 
run upon the Savings banks was equivalant to a run on 
the Government Treasury balances, since these deposits 
are unfunded and treated as a part of the Government 
balances. Moreover, although war disbursements b^^ 
the Government of India on behalf of the Home Gor^eru- 
ment became a prominent factor only during the second 
part of the war period, these disbursements to a mucii 
■smaUer extent had to be made during the first part also. 
The result was that the treasury balances of the Governnrent 
of India began to be depleted. The Government therefore 
had to borrow' £ seven million from that part of the Gold 
Standard Reserve which was held in India, and which 
had become swollen through the sale of reverse Council 
Bills. This sale arose from the fall in the. e.xchange, 
whmh resulted from the depression in India’s export trade,' 
which was specially acute during the first months of the war. 
To support the exchange the Secretary of State had to dis- 
continue the sale of Council drafts, and the Government 
of India had to sell reverse Council drafts in Calcutta, to 
the extent of £ 8.7 million by the end of 1914 - 3 . 5 . The 
sums received in India from the sale, were credited to that 
part of the Gold Standard Reserve which was held there, 
as they Were withdrawn from the part held in England 
to cash the Bfils. Owing to the discontinuance of his 
sale of Bills, the Secretary of State was unable to obtain 
the funds sufficient to meet his Home Charges. He obtained 


ii substantial sum from the Home Gov'ernment in 
tlie form of the recovery of an equivalent 'sum disbursed 
by the Government in India on behalf of the Home Govern- 
ment in the purchase of war material, but this sum did not 
make up the deficiency caused by the stoppage of the 
sale of Council Bills. He therefore raised a temporary 
debt of £ 7 million by floating India Bills in lieu of the 
addition of £ 4.5 million to the permanent debt, which 
the budget for 1914-15 had provided and in addition 
increased Iiis borrowing through the Railway Companies 
by £ 2.6 million. The export trade, however, began to re- 
cover in 1915-16, the weakness in exchange disappeared, 
the sale of Council drafts was resumed, by the beginning 
of 1916-17 the export trade recovered more than the 
import trade, and during the second part of the war period 
the demand for Council drafts became so great that the 
Secretary of State could not satisfy it fully. Thus by the 
beginning of 1916-1917 the efiects of the outbreak of the war 
and the Ways and Means difficulties resulting therefrom 
had disappeared, new problems arose, new difficulties con- 
fronted the Government of India, and new solutions were 
required. We shall therefore now turn to the second 
part of the period. 

TJio Ways and Means problem lias always been a 
double one. Tbe Government ias to provide not merely 
that its total resources in England and India together 
are sufficient to meet the call upon them, but also that 
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the funds are wliere they are required, t e. are properly 
distributed between England and India. One of theses 
two sides of the problem has been much more important 
than the other. Thus, before the war the usual difficulty 
was to obiain sufficient total funds to meet productive 
capital expenditure, and there was generally no difficulty 
regarding their distribution, for trade demands could 
be depended upon for being more than enough to take 
up the Council Bills by which funds were remitted to 
England. Each year the Secretary of State required funds 
to meet his Home Charges, for the purchase of silver and 
railway and public works material, and for the invest- 
ments in London on behalf of the Paper Currency and Gold 
Standard Eeserves. These funds used to be transferred 
from India to England by means of the Council drafts 
which were sold by the Secretay of State and casJied by 
the Government in India. The normal favourable trade 
balance of India i e. the excess of the exports over the 
imports was thus made good partly by the mechanism 
of Council bill drawings, and partly by the import of the 
precious metals by private agency. The Government 
had thus to depend for the transfer of necessary funds from 
India to England upon the sale of Council drafts, which, 
together with the private import of the precious metals, 
used to satisfy fully the remitttance demands of trade. 

During the second part of the war period, however, the 
first aspect of the Ways and Means problem, namely, the- 
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sufficiency of the total, resources, ceased to be important. 
Fustly, it is true that it became at first difficult and then 
impossible to borrow in London. In the first financial 
year of the war, it became possible to meet the initial Ways 
and Means difficulties by borrowing £ 10.9 million in 
London, although the budget had provided for £ 6.9 
million only. Sut in the nest year the actual borrowing 
fell to £.3 million as against the £ 6| million which the 
budget had taken into account, while from 1916-17 it 
became impossible to borrow at all, because it was consi- 
dered necessary not to draw upon the resources of the 
London money market, so as to conserve them for the 
purpose of the proseeuticn of the war. On the contrary, 
the Government of India discharged the temporary debt 
raised m London in the early part of the war period and 
lent large sums to the Home Government by means of 
investments in British Treasury Bfils. Secondly, it is true 
that, although large sums were borrowed in India in 1917-18 
and 1918-19 they were not available for capital expendi- 
ture, as they were used for the partial liquidation of the 
war gift of £ 100 million to the Home Government. How- 
ever, these considerations were not important, because 
dui-mg the war, as shown in table 15, the capital expendi- 
ture on productive works was considerably reduced in 
view of the necessity of refraining from undertaking 
financial responsibilities which were not ux-gent, white 
the war was in progress. ' ’ 





me muds are wiere tiey are required, i e. are properly 
distributed between England and India. One of these 
two sides of the problem has been much more important 
than the other. Thus, before the war the usual difficulty 
was to obtain sufficient total funds to meet productive 
capital expenditure, and there was generally no difficulty 
regarding their distribution, for trade demands couH 
be depended upon for being more than enough to take 
up the Council Bills by which funds were remitted to 
England. Each year the Secretary of State required funds 
to meet his Home Charges, for the purchase of silver and 
railway and public works material, and for the invest- 
ments in London on behalf of the Paper Currency and Gold 
Standard Reserves. These funds used to be transferred 
from India to England by means of the Council drafts 
which were sold by the Secretay of State and cashed by 
the Government in India. The normal favourable trade 
balance of India i. e. the excess of the exports over the 
imports was thus made good partly by the mechanism 
oi Council bill drawings, and partly by the import of the 
precious metals by private agency. The Government 
had thus to depend for the transfer of necessary funds from 
India to England upon the sale of Council drafts, which, 
together with the private import of the precious metals, 
used to satisfy fully the remitttance demands of trade. 

During the second part of the war period, however, the 
first aspect of the Ways and Bleans problem, namely, the 



ox me resources, ceased to be important. 
I'irstly , it is true tiat it became at first difficult and then 
impossible to borrow in London. In tbe first financial 
year of the war, it became possible to meet the initial Ways 
and Means difficulties by borrowing £ 1.0.9 million in 
London, although the budget had provided for £ 6.9 
million only. But in the nest year the actual borrowing 
fell to £.3 million as against the £ 6| million which the 
budget had taken into account, while from 1916-17 it 
became impossible to borrow at all, because it was consi- 
dered necessary not to draw upon the resources of the 
London money market, so as to conserve them for the 
purpose of the prosecution of the war. On the contrary, 
the Government of India discharged the temporary debt 
raised in London in the early part of the war period and 
lent large sums to the Home Government by means of 
investments in British Treasury Bills. Secondly, it is true 
that, although large sums were borrowed in India in 1917-18 
and 1918-19 they were not available for capita] e,vpendi- 
ture, as they were used for the partial liquidation of the 
war gift of £ 100 million to the Home Government. How- 
ever, these considerations were not important, because 

durmg the war, as shown in table 15, the capita] expendi- 
ture on productive works was considerably reduced in 
view of the necessity of refraining from ' luulertakim. 
taancial responsibilities which were not urgent, whilT 

tiie war was in progress. 


It should bo noted that the provision lor capit^al outiav 
on railways and irrigation declined progressively through- 
out the period, except in the case of railways in I9I9»20. 
and that the actual outlay was invariably less than tlie 
])rovision made for it. The difficulties of importing rail- 
wa.y material from tiie United Kingdom increased \Yith tlie 
progress of the war, and so did tlic prices of whatever 
could be imported. Larger allotments lor railway capital 
expenditure could hardly have been profitably utilised 
under such conditions, even if tlie}^ had been permitted bv 
the financial situation, and tlierefore it appears that the 
reductions 3uade on account of financial considerations had 
no material effect. The outlay therefore was confined 
to that work on lines open or under construction, 
which could not be postponed until the advent of peace, 
without serious loss or inconvenience, and the con- 
struction of now lines was not coinmenced unless it was 
ininiediately essential. In 19 19-20 a very large provision, 
amounting to £ 17.7 million, was made, far in excess of the 
largest programme (£.12 million) ever previously under- 
taken, and also of the maximum programme recommended 
by the Macka}' Committee, vis £12]- million. This was 
in additionto the provision of £6] millions in the rail 
way revenue budget, for outlay on renewals. The actual 
outlay, however, amounted to £7] million less, on accoimt 
of the continuing shortage of railway material in England 
and its high price. With regard to irrigation, the reduction 
in capital outlay was very serious, considering the fact 


189 

that in 1913 only 19 per cent of the total cropped area of 
the country was irrigated, 8.2 per cent from canals, 6.0 
per cent from wells, and 2 . 5 per cent from tanks, although 
famines visited the country periodically with disastrous 
effects, the last famine spreading over the land in 1918-19. 
The provision of a Small sum of less than million for this 
purpose, even after the termination of the hostilities was 
in sharp contrast to the provision of the above mentioned 
huge sum for the railway programme. The reasons given 
for this reduction were, the completion of the big seheni- s, 
the d putation of engineers on millitary service, and the 
difficulty of importing cement from a? roi.d, and the 
utilisation of the quantities produced in the countiy 
for millitary purposes. In the matter of the construction ' 

of Delhi, the outlay was reduced to a hare working 
mrnimum, just sufficient to carry on the work already 
m progress, and so to prevent the deterioration of 
material and the dismissal of establishments. 

Dnrmg the second part of the war period, the second 
aapeet of the Ways and Means problem, the proper 

atnrr/f' 

UfeUnd, became most important. With the pro- 

ClndT’ 

g and larger sums mainly on behalf of the Home 
- • »S1 materisl, raw ana partiallv and (nil. 
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manufactiired, and the prosecution of military operations 
in Egypt, Palestine, Mesopotamia and German East 
.Africa. 

War Disbursements in India on behalf of the Home, 
Australian and East African Governments in £ million. 

Budget Revised. 


1914-15 


8.8 

1915-16 

10. 1 

23.6 

1916-17 

18.6 

38.5 

1917-18 

39.0 

66.0 

1918-19 

73.2 

76.0 

1919-20 

36.4 

67.3 


Table iil. 

These hgares show how the war disbursements in 
India grew larger until in I9IS-19 they nearly equalled 
the total revenues of the Central Govermnsnt in India. It 
naturally became very difficult for it to find funds to make 
these enormous disbursements. 'These sums were recovered 
by the Sec re 'ary o: State in Lon Ion and far* eMC'eded 
his financial requhements. His Home Charges continued 
normal, his purchase of railway and public works material 
was reduced on account of tlio reductioii of the productive 
capital expend ture. His- purchase of si! 7er increased,:" 
but owing to the high price of, and keen competion for 
silver, it was much less than was necessary. The war 
expenditure in India against corresponding recoveries 
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^7 I'll© Secretary of State in London operated, so far 
■as lie and the Government of India were concerned, in the 
same mazmer as the sale of Council drafts, and removed 
their pre-war dependence upon it for the remittance of 
the necessary funds from India to England. It, therefore, 
became urnecessary for the Secretary of State to sell 
Council drafts, while the shortage of funds in India 
for encashing them, rendered it desirable that their sale 
should be cut down as much as possible. But, the war 
disbursements in India against the recoveries in London, 
while operating in the same way as the sale of Council 
diafts from the point of view of the Secretary of State 
and the Government of India, did not, Iflre the system 
of Comicil bill drawings, meet the demands of trade in 
respect of private remittances to India. Moreover, while 
the ability of the Government of India to meet the trade 
demands for Council drafts became less on account of the 
depletion of its treasury balances by the war disbursements, 
the demands increased. Under the war conditions, India’s 
exports became larger as compared with the level to which 
they fell during the first year of the war, because they 
\«ere urgently needed for the prosecution . of the war, 
while the same conditions prevented any considerable, 
recovery on the part of the imports, on account of the; 
concentratron of the Western manufacturing coimtries upon i 
the war and the scarcity of freight. The result was that 
the favourable balance of trade i.t, the excess of the exports 
over the imports increased. Of the three pre-war methods 
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of meeting this baiance, the import of an appreciable quanti- 
ty of gold was considered impossible on account of the 
supposed necessity of conserving the central gold resources 
of the Empire, while the Government of India prohibited 
the import of silver on private account in order to check 
private competition for it with the Secretary of Stale, 
who in spite of th s measure found silver, on account of 
its high price and the general keen competition for it, 
increasingly diiiiciiit to obtain. The Government of the 
U. S. A. also from September .1917 forbade the export of 
gold and silver without a special license. It is therefore 
easy to understand why the demand for Coimcii drafts 
to meet the growing favourable trade balance increased. 

The Governmentof Indiaendeavouredto contract the 
exports by restricting and prohibiting those exports which 
were not urgently needed for war purposes and it did this 
by controlling the operations of the Exchange Banks in 
connection with the financing of the export trade, w^hich 
consequently siifiered to a considerable extent. But it 
was impossible to restrict the exports necessary for war 
operations, and consequently a certain amount of Council 
Bills had to be sold in London and cashed in India ermy 
year. The following figures show that the amount was- 
large, yet it fell short of the demand, generated and 
increased exchange difficult es, and further lestriet^ed 
Indians export trade. 
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The Sale of Council drafts in London In £ million^ 



Budget. 

Actual 

1914-15 

.. 20.0 

7.7 

1915-16 

.. 7.1 

20.3 

1916-17 

. .. 3.9 

33.0 

1917-18 

. . No Provi- 
sion 

34.9 

1918-19 

.5 

20.9 

1919-20 

.. 10.3 

31.3 


Table 20. 

In the budgets for the first three years, the Finance 
Member was able to make some specific provision for the 
•cashing of^ Council Bills, which, however, was much exceed- 
ed. But in 1917-18 and 1918-19, he was unable to make 
any definite provision for the purpose, and had to trust 
to securing additional fimds by some means or other. Yet 
the actual cashing of. Coimcil Bills came to large sums, but 
i ■ e shoit of the demand. This restriction on India’s export 
toade was one of the numerous war sacrifices made by India. 
There was a tendency in the other parts of tJie Empire to 
ignore India’s many indirect sacrifices and to look to her 
du'oct war contributions only. It is therefore pleasing to 
find that the Viceroy and the Finance Member emphasised 
tne point that the trade restrictions and exchange difii- 
culties resulted from an essential service which India 
rendered to the Empire in financing war expenditure 
aoroad, and so assisting in securing the United Kingdom’s 
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exchange position, and that the acute inconveniences 
resulting therefrom, should be considered and readily 
accepted as a war sacrifice, which India made for the 
Empire. 

Considering the figures of Tables 19 and 20 together, 
one realises how enormous became the total disbursements 
made by the Government of India, the corresponding 
amounts of which were obtained by the Secretary of State 
m London. Further, these tables bring out the fact that 
the budget anticipations and provisions during the second 
part of the war period with regard to the remittanees 
to England, the war disbursements and the Council bill 
drawings became merely formal and nominal. The Finance 
Member was very uncertain as to how things would turn 
out, and gave only tentative estimates based upon the 
incomplete and imperfect data available. His calcu- 
lations with regard to the Council bill drawings and the 
remittances were surpassed, and the war disbursements 
on behalf of the Home Government were made as the 
need for them aro.se. 

The Government of India managed to make the war 
disbursements^ and to pay the Council bflls, the total 
amount of which far exceeded the revenues of the Central 
Government in 1917-18 and the subsqnent two vears, 
besides meeting its own expenditure, by developing a 
number of resources, some praiseworthy, others 
open to objection. The resources of the Provincial 


(sovernments were available only for meeting their own 
expenditure, so that the resources of the Central 
Oovernment only could be used for making the total dis- 
bursements. (1) The Central and Provincial surpluses 
amoimting together to the large sums of £9.9 and 10. 1 
million in 1916-17 and 1917-18 proved very useful. 
The Provincial surpluses must here be taken into account, 
because, being added to the balances of the Central Govern- 
ment, they became a central resource until the return of 
peace, when they were to be drawn upon by the Provincial 
Governments for accelerating progress in important matters. 
But it was not a very sound principle to take these large 
sums permanently from the |)ockets of the tax payers, 
especially when they were seriously affected by the war, to 
meet temporary Ways and Means dfficulties. From the 
currency point of view, however, as tending to check infla- 
tion, this resource was beneficial. (2) The war loans 
of 1917-18 and 1918-19 including the cash certificates 
brought in £34,5 and £37.1 million respectively, and 
although the sums were paid to the Home Government in 
part liquidation of the war gift of £100 million, the Govern- 
ment of India obtained their use in India, and the payments 
to the Home Government w^ere made by the Secretary 
of State in England. The proceeds of the loan of 1919-20 
also proved very useful to the Government in meeting 
its heavy liabilities. The actual proceeds considerably 
exceeded the budget estimate, in spite of the facts that 
n 1917 and 1918 the Government had dipped heavily 
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into tie pockets of the investing public, that no attempt 
was made to repeat the special propaganda associated 
with the two war loans, and that a very large number 
of new company issues competed with the Government 
loan operations. This was a very valuable and entirely 
praiseworthy resource for three reasons. Firstly, the 
difficulty mentioned above, of securing to Indian 
agriculturalists the payment for their excess of exports 
could be avoided in so far as they were prepared to vive 
credit for the amount due to them instead of iusisting°on 
immediate payments in kind or cash, and the war loans 
were m effect the grant of this credit. Secondly, the 
subscriptions to the war loans checked the large absorption 
of currency by the rural districts brought about by the 
contraction of the imports. Before the war, every year the 
rupees and notes of the commercial centres were distributed 
ra the rural districts during the;;,busy agricultmal season 
or the purchase of raw materials and foodstuffs for 
export, and during the rest of the year a large part of 
the currency returned to the commercial centres for the 
purchase of the imported articles consumed by the rural 
districts. But during the war the improvement in the value 
of the exports augmented the outward flow of cuirency 
from the commercial centres, while the contraction of 
the imports checked thej’inward flow. The absorption 
of currency by the agricultural districts therefore increased 
and it became difficult for the Government to provide 
continually large quantities of fresh currency for 
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distribution among the rural districts for the pur- 
chase of raw materials for export. The war 
loans, however, in so far as they were subscribed 
to by the agricultural districts, checked the absorption 
of currency, by returning a part of the absorbed currency 
to the commercial centres, and thus relieved to some 
extent the need of the Government for fresh currency. 
Thirdty, the loans not merely stimulated thrift and saving, 
but also checked the wasteful hoarding habit for which 
the Indian cultivator is more notorious in the West than 
he really deserves to be according to the facts of the case. 
It is true that the proceeds of the war loans were used 
for unproductive war purposes and not for any beneficent 
productive expenditure, but they proved useful for the 
promotion of the habits of saving and investment, which 
are being turned into productive channels wdth the return 
of peace. For these three reasons it was unfortunate 
that the Government did not develop this valuable resource 
earlier than in 1917-18. The Finance Member was 
urged in 1915-16 and especially in 1916-17 by some Indian 
economists and industrial leaders to make use of thts 
resource, but he was doubtful of its success on the ground 
of the difficulties created by the war. He, no doubt, 
floated rupee loans in India in these two years, but this was 
done in accordance with the pre-war system of giving 
facilities to and obtaining some money from the leading 
banks and financial houses only, and w^as unaccompanied 
by the campaign of wide publicity all over the country, the 
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grant of extensive facilities to suit the conveniences 
of large and small and industrial and agricultural 
investors, the strong appeal to their patriotism, 
the creation of a special and extensive machinery 
to deal with the matter, nnd the strenZ 

eioi s of all the district officials in this connection 
which were the marked features of the war loans of the 
subsequent t^vo years, and which alone brought ’ about 
their marvellous success. The doubts of the Finance 
Alember m 39.15-16 may be excused, because in the first 
■ la o- tnat year India’s recovery from the effects of the 
outbreak of the war was not substantial. But it is difficult 
to appreciate his doubts in 1.916-17, because India’s export 
trade had already revived, and owing to the red^tion of 
inipoite, more money was available for investment, . only 
If judicious means had been employed for securing it. 

(3) Another resource used by the Government of 

India for making disbui-sements was the issue of short-term 
leasuiy 1 m from 1917-18 maturing in 3, 6, 9 and 12 
inon is. nese meant o secure tlie floatino* 

Money, which was available for short periods, especiali; 
during the .slack season, and which therefore cofild not 

n .-oO million m 1917-18, but in 1819-19 thek discharo-e 
m excess of their issue amounted to £10. 7 million. This 

1917-18 and especially to its success in the next year. 


j’ho long-term war loan did not compete witii tlie Treasury 

bills for the floating money in the country, but the War 
Bonds maturing in two" or three years, to some extent, 
rlid compete with them. That part of the floating money 
which was less lic[uid, was invested in the War Bonds, 
and therefore less was available for investment in Treasury 
Bills. In 1919-20, owing to the heavy cost of the Afghan - 
War and the frontier operations, the Government had 
to fall back upon this resource, and could not carry out 
the net discharge of £8 million which the budget had 
contemplated. 

(4) Tiie C4oYeriinient of India obtained large funds 
from tlie expans-on of tlie paper currency. 

The Paper Currency in crores of Rupees. 

Total Circulation Active circular 





tion. 

1914 

1st February 

63.9 

51.9 

1915. 

'3? ■■ ... ... . ■* 

60.3 

45.1 

1916 

3? * ’ 

62.4 

54.1 

1917 

5J ' 

84.4 

67.9 

1918 

’ >3 . « 

104.8 

82.1 

1919 

31.st March 

153.0 

134.0 

1920 

3? 

174.0 

154.0 


Table 21. 

iV.S. — Tlie active circulation == tlie total circulation — 
tlie notes in the Reserve Treasuries and the headquarter 
'-‘^fiices of the Presidency Banks. 


200 


Tills expansion of the paper currency proved very 
useful to the Government in its disbursements and was' 
satisfactory so long as it could be freely converted into 
rupees at its face value, because it economised the use 
of silver for currency purposes. But, when i}he healthy 
expansion was transformed into a harmful inflation, 
making the conversion of notes into rupees difficult without 
an appreciable discount in the rural districts, and when 
the expansion was secured only by continually diminishing 
the metallic portion of the Paper Currency Reserve and 
increasing the portion invested in the British Treasury 
Bills, and at last by investing a part of it in the Treasury 
Bills of the Government of India itself, specially created 
for the purpose, the expansion became an undesirable 
feature of India's war finance. 

(5) Another resource for the disbursements was the 
coinage of the silver remitted by the Secretary of State, 
and by the Government of the U. S. A. under a special 
agreement. That this proved to be a substantial resource 
is seen from the fact that the remittances of silver came to. 
£19.5, 13.3, 56.3 and 22.7 million in 1916-17 and the three 
subsequent years respeGtively. The further expansion of 
this resource would have been desirable, because it would 
have enabled the Government to reduce its dependence 
upon the other unsatisfactory resources, and therefore 
it was unfortunate that the Secretary of State could not 
purchase and remit more silver than he did, on account ot 
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the great demand for it and its consequent high prices. 
Howerer, this resource would have been much less than 

it was, had it not been for the fact that in accordance 
with an agreement reached with the U. S. A. Government 
b 3 ' a special mission, the Congress passed the Pittman 
Act, whmh allowed large quantities of silvei dollars held, 
b}^ the Government in its treasury to be sold and sent 
to India. 

^ (6) In 1916-17 a part of the Council drafts was 
paid from the Gold Standard Reserve in India and this 

was an additional assistance to the Treasury balances, 
m India. 

(7) The sale of reverse Council dz-afts in- India in 
1918-19 to support the exchange, which for a short time 

showed a tendency towards a fall, and in 1919-20 in the 

exceptional circumstances discussed later, also aided 

tlie balances in India. 

While the Government of India had to make larger and 
arger payments in India, the Secretary of State obtained 
aiger and larger payments. The problem for the Govei’n- 
ment in India was how to obtain funds to make disbui’se- 
ments, that for the Secretary of State was how to disburse 
the funds obtained. He secured large .funds from the reco- 
veries, chiefly from the Home Government, of the war dis- 
bursements made on its behalf in India and from the Council 
drafts, which had to be sold in response to the demands 
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of trade, altlioiigii the sale became unnecessary so far as liis 
requirements for the Home Charges and the capital expeiulh 
ture were concerned. He therefore used the surplus of the 
funds in Iiis hands over lais requirements in assisting the 
Government of India, as far as he could; in its cliMcult task 
of making disbursements, and at the same time in assist- 
ing the Home Government in the prosecution of tlie war/*' 
It has been explained above that the Government of India 
acquired a number of resources for its disbursements, 
and what the Secretary of State did with his surplus funds 
■^vas to Iieip it in acquiring them i.e. his part in England 
•was complementary to that played by the Government 
in India. (1) and (2) Against the surpluses of revenues 
obtained by the Government of India in 1916-17 
and 1917-18 and the issue of the Indian Treasury Bills 
in 1917-18, the Secretary of State invested £20 million in 
British Treasury Bills to provide for various liabilities, 
which Avould have to be met by the Government of India 
on the return of peace. (3) While the Government of 
India obtained the use of large funds in the shape of the 
proceeds of the war loans floated for the purpose of assist- 
ing the Home Government in the conduct of the war, 
the Secretary of State made the corresponding sterling 

It is not form-ally tjuite correct to say tiiat tiis Secretary of 
■ State assisted either Gaveinment, aitliough tiie word brings out 
best tbe part played by him, because he controls the one, and is a 
member of the other. Technically it would be more correct to 
say that he (a) played his part in connection with Indian finance, 
and (b) applied his resources towards the prosecution o-f the war. 
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paymeiits to the Home Government. (4) The Ciovern- 
ment of India could not issue currency notes without the 
backing of some sort of reserve. This reserve was supplied 
by tlie Secretary of State in the form of investments in 
the Home Treasury Bills. (5) He purchased and remitt- 
ed to India as much silver as he could, so as to replenisli 
the Government of India’s stock of rupees, which was 
being continually depleted. (6) He added to the Gold 
Standard Eeserve in London the amount, which 
the Government withdrew from the Eeserve in India 
in 1916-17 for paying the Gouncii Bills. (7) He paid 
the reverse Council drafts sold in India in 1918-19, and 
the succeeding year. 

Side by side with this important part played by the 
Secretary of State in connection with India’s war finance 
he gave valuable help to the Home Government in the 
prosecution of the war, firstly by discharging in 1915-1() 
and 1916-17 the temporary war debt raised in London 
in 1914-15, and by leaving the London loan market free 
to the Home Govei^nment by not indenting upon it any 
more, and secondly by lending large sums to the Home 
Government by means of investments in the British 
Treasury Bills, amounting to £ 67 million in 1918-19. 
Thus, a large part of the sums disbursed by the Government 
of India on behalf of the Home Government, and recovered 
from it, was lent back to it, and therfore, practically speak- 
ing, during the war period a large part of the sums 
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of trade, altlioiigli the sale became unnecessary so far as his 
requirements for thePIome Charges and the capital expendi- 
ture were concerned. He therefore used the surplus of the 
funds in his hands over his requirements in assisting the 
' g,QYerniiieiit of India, as far as he could, in its difficult task 
of niakiug disbursements, and at the same time in assist- 
ing tlie Home Government in the prosecution of the war.-' 
it lias been explained above that the Government of India 
acquired a number of resources for its disbiirseincnts, 
and what the Secretary of State did wiiJi liis surpius funds 
was to help it in acquiring them i.e, ids part in England 
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payments to the Home Government. (4) The Govern- 
j)ieiit of India coidd not issue currency notes without the 
backing of some sort of reserve. This reserve was supplied 
by the Secretary of State in the form of investments in 
the Home Treasury Bills. (5) He purchased and remitt- 
ed to India as much silver as he coukh so as to replenish 
the Government of India's stock of rupees, vkich was 
being coiitinualiy depleted. (6) He added to the Gold 
Standard Eese^’ve in London the amount, which 
the Government withdrew from the Eeserve in India 
in 1916-17 for paying the Council Bills. (7) He paid 
the reverse Council drafts sold in India in T 918-19, and 
the succeeding year. 


Side by side witli this important part played by the 
Secretary of State in connection with India’s war finance 
he gave valuable help to the Home Government in the 
prosecution of the war, firstly by discharging in I91i;;“16 
and 19 16” 17 the temporary war debt raised in London 
in 1914-15, and by leaving the London loan market free 
to the Home Goveryiment by not indenting upon it any 
more, and secondly by lending large sums to the Home 
Government by means of investments in the British 
Treasury Bills, amounting • to £ 67 million in 1918-19, i 
Thus, a large part of the sums disbursed by the Government ? 
of India on behalf of the Home Government, and recovered 
from it, was lent back to it, and therfore, practically speak- 
ing, during the war period a large part of the sums . 
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disbursed by tlie Government of India for the Home 
Government was immediately as well as ultimately 
provided by the former. This was therefore one of the 
numerous services and sacrifices rendered by India in the- 
cause of victory. It is true that this investment in the 
British Treasury Bills was not an out and out gift/ like 
those of £ 100 million in 1917-18 and £ 45 million in 1918-19, 
and that the amount could be realised, when the financial 
position of the Home Government regained its stability 
after the return of peace — a part of it being actually 
realised in 1919-20~but it should be remembered that 
these war disbursements and investments were made 
only at the cost of serious trade restrictions and 
financial strain. 

We may now proceed to examine the problem of the 
cash balances in India and England. Current expenditure 
on the revenue and capital accounts of the Government 
of India and the Provincial Governments, and also the 
expenditure of the local boards and municipalities, which 
keep their accounts with the Government, are met out of 
the balances in India, which include the deposits in the 
Postal Savings Banks. The expenditure incurred by the 
Secretary of State in England on behalf of the Government 
of India is met from the balances in London. Before the 
war. after a careful weighing of the annual financial require- 
ments in India and England to be met from the cash 
balances, the Government declared that normally it was 
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unnecessary to close one financial year and begin another 
with more than £ 12,3 and 4 million of cash balances in 
India and England respectively and that in framing the 
annnal budget, its policy would be to endeavour not to 
exceed these normal figures. However, the following 
figures show that the Government did not follow its own 
declared policy, for during the twelve years from 1908 
to 1919, the closing balances exceeded the normal figures 
every year. 

The Closing Cash Balances in India & England 
in £ million. 

Increase H-or decrease — per cent over normal figures. 


India England Total 


31 Mar. 


1908 

1909 

1910 

1911 

1912 

1913 
1911 
1015 

1916 

1917 

1918 

1919 


12.8 

10.2 

12.3 

13.6 

12.3 

19.3 

15.6 
14.8 
12.0 

15.3 

15.3 

17.3 


4.6 

8.0 

12.8 

16.7 

18.4 
8.8 
8.1 
7.9 
7.0 

5.4 
10.6 

14.7 


17.4 

18.2 

25.1 
30.3 

30.7 

28.1 

23.7 

22.7 
10.0 

20.7 
25.9 
32.0 


India 

4*5% 

—19 

— 3 
+ 5 

— 3 
4-54 
4-30 
4-22 

— 3 
4-22 
+ 22 
+ 38 


England 

Total. 

4-25% 

+ 10% 

+ 100 

+ 10 

+225 

+ 53 

+325 ' 
+ 350 

+ 84 

+84 ; 

+ 125 

+ 71 

+ 100 

+ 47 

+ 100 

4-41 

+ 75 

+ 16 

+ 25 

«+22 

+ 175 

+ 59 

+ 125 

4-59 

Table No. 22, 


riiis continuous excess' of tlie closing balances over tbe 
declared normal Sgui-es was tlie outcome, firstly of the large 
surplus of revenues resulting from their under-estimation, 
and secondly of the under-spending on capital account, 
not with any intention of achieving economy, but simply 
on account of the inability to spend. Most of this under- 
S|)ending' occurred in connection with the railway pro- 
grammes. Every year a large budget provision was made 
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for carrying them out, large sums were borrowed, and when 
it was frequently found that the budget provision could not 
be fully utilised with profit and wisdom, the surplus went 
to swell the cash balances. Table 15 shows that this 
underspending continued during the war period, although 
to a much smaller extent. It will be seen that the ba- 
lances in England sinned much more than those in India 
against the declared policy. The balances of the four 
years 1910 to 1913 were specially high, and gave rise to 
much adverse ciriticisni. Consequently the Chamberlain 
Commission of 1913 among other matters, was asked to 
encj[uire into the location and management of the cash 
balances. Tlie Commission came to the conclusion that 
the cjuestion of high closing balances was chiefly one of the 
estimation of the revenues, and admitted that cautious 
estimating was being carried further than was necessary. 
With regard to the balances in London, the Commission 
expressed the o|)mion that the India Office was open to the 
charge of being over-cautious in the renewal of debt. 


During the war the maintenance of high balances 
against the declared intentions continued, and the war 
afiorded better opportunities to the Finance Member for 
defending his action. During the first part of the war 
period, he maintained that the high balances were nece- 
ssary, because they had to be widely dispersed in order to 
keep the treasuries and the savings banks well supplied 
with funds so as to enable them to meet the claims of 
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depositors or the demands for the encashment of cnrrencj 
notes without delay. During the second part, he defended 
the maintenance of the high balances on the ground that 
large war disbimsements had to be made on behalf of the 
Home Goyernnient, and that the Government of India 
had ultimately to make good the sums which it had derived 
from the liquidation of enemy firms, and the employment 
of enemy vessels, and which it was temporarily using. 
How, it was explained before, that these difficulties existed 
in India, and that resources were required to meet them 
in India; therefore these reasons cannot justify the main- 
tenance of balances at a high level in England. Moreover, 
it is hard to know why the sums derived from the liquida- 
tion of the enemy firnis and the employment of enemy ves- 
sels were not set aside from the high balances in England, 
where the Secretary of State had no Ways and Means 
difficulties. The Finance Member did not explain, why 
this was not done till 1919-20. As to th'fe high balances 
in India, it must be admitted that the Ways and Means 
difficulties were real But it has already been pointed out 
that the Government should have relied more than it did 
for meeting the temporary Ways and Means difficulties 
upon the temporary method of borrowing. Althougli the 
Chamberlain Commission in 1913 drew attention to the 
necessity of democratising the methods of borrowing, 
b} the cieation of new forms of securities and the extension 
facilities, and made valuable practical suggestions, 
aothing -was done till the middle of 1917. Moreover, 
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the Ways and Means difficulties should have been met to 
a larger extent by a larger import of gold than was actually 
done. In this connection the following figures are useful:-^ 


The net import of gold during the war in £ million* 


Holland 43 

Denmark, 

Norway, & 
Sweden, 30 

Switzerland 10 
India 26 

Japan and 
Argentina 57 


These figures show that while the other countries 
with a total population of 170 million imported gold worth 
£460 million during the war, India, with a population 
nearly twice as large, had to be content with the import of 
gold w’-oxtli £ 26 million only. Further, even granting the 
necessity of conserving the gold resources of the Empire 
for war purposes, it should be remembered that gold was 
granted in India for the purchase of material essential for 
the prosecution of the war, and that therefore larger 
imports of gold would have quite accorded with the policy 

Swiss Bank Corporation's Financial and Gcnimercial Review 
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of utilising the gold resources of the Empire for war 
purposes. If this had been done, the demand for silver 
and the rise in its price would have been checked, and the 
Secretary of State’s difficulties with regard to the purchase 
of silver would have been less embarrassing. Private 
import of gold might not have been quite desirable^ but 
the Secretary of State with a part of the immense funds 
acciimuktiiig with him, could probably ’liave remitted, 
without much difficulty, appreciable quantities of gold 
to the Croveniment of India. 

Coming to the location and the manageiuent of the 
cash balances and the loans from them to the Presidency 
Eanks, one finds that the war forced the Government to 
alter its out-of-date policy in these matters, and to bring 
it more into harmony with the necessities of the time. To 
understand this it is necessary to go a little into history. 
In 1866 agreements were made with the Presidency Banks, 
by which a considerable portion of the balances was kept 
with them, and the remainder was kept in the district 
and sub-district treasuries. But in 1874 the Bank of 
Bombay was unable to let the Government draw upon its 
own balances kept with it, for the purchase of rice in Burma 
to relieve the scarcity in Bengal. This was due to the 
facts that the Bank had discounted a large number of bills, 
and that its capital as compared vrith the Government 
deposits in it was insufficient. The Government therefore 
decided in 1876 to keep only a small proportion of the 


210 


^ balances m the Presidency Banks. Of the remainder, 
that part, which was not held in the district and sub-district 
treasuries, was to be held in three reserve treasuries created 
for the purpose, as an independent reserve to be utilised 
in times of financial stress. The Secretary of State and 
the Government of India concurred in the view that arti- 
ficial facilities to trade resulting from keeping large 
Government balances with the Presidency Banks were 
dangerous, and that capital supplied by the Government 
and not consisting of the people’s savings -was a resource, 
whose permanence could not be depended upon, but which 
led traders into dangerous transactions. The policy of the 
Government, therefore, inaugurated in 1876 and continued 
till the begmnmg of the war, was to keep only a small 
part of the balances with the Presidency Banks, and of the 
remainder to keep what was not required by the district 
and sub-district treasuries in the Reserve treasuries. 

Ihe Government of India thus maintained an indepen- 
dent treasury system, and with the exception of the U.S.A., 
was the only one among the prominent countries of the 
world to do so. Then, as regards temporary loans to the 
Presidency Banks from the cash balances, the Secretary 
of State decided that these loans should be granted only 
when the monetary stringency was specially acute, and to 
secure this, the loans were not to be made at a rate of 
interest below the current bank rate. The reasons given 
for this decision were that the trade should depend upon 
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its own resources, and that systematic loans from the 
Ijaiances during the busy season would reduce them below 
the minimum consistent with safety. The result was that 
in spite of the annual monetary stringency during the 
busy season, the Presidency Banks were generally unwilling 
to borrow from the C4overnment at their bank rate, because 
t hey could not have obtained any remuneration from the 
work and risk involved in using the funds borrowed from 
the Government. 

During the decade preceding the outbreak of the 
war, owing to the expansion of trade, the stringency in the 
money jnarket dining the busy agricultural season began 
bo be felt more acutely t^an before, and this handicapped 
the trade expansion. The commercial community there- 
fore endeavoured to induce the Government to increase 
its balances with the Presidency Banks, and to lend to them 
from the other balances during the period of the stringency 
at a rate lower than the bank rata. By this time, the 
old reasons for the strict policy in respect of the manage- 
ment of tlie cash balances had disappeared, and fresh 
considerations had arisen. Since 1876 the financial strength 
of the Presidency Banks had immensely increased, and 
the proportion of the Government to the private deposits 
.was far less at that time than in 1876. Therefore, there 
was little fear that the Banks would not be able to pay 
the loans whenever required back by tbe Government. 
..Again, it- may be noted that the argument that trade should 
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not depend upon the Government balances, though valid 

111 countries m which the movements of trade are on the 
whole spread evenly through the year, could not be upheld 
o^vmg to the peculiarities of the situation in India 
As her exports consisted almost wholly of raw materials, 
arge funds were required during the harvest season for 
nancmg tie exports, but it was diuing this time that 
arge revenue payments were made, and that large amounts- 
the cmrency of the country were locked up in the Govern 
nient independent treasuries, from which the disburse 
menls vm'e slack during this season, and became brisk 

mXt f «^er, and the money 

market having become easy, additional funds were not 

required. Moreover, the demands of the commercial com- 
iiiuiiity ^vere most 

. most moaerate. Tie suggestions were that 

^ ^ siould be made only during the period of the 
stringency at the absolute discretion of the Government 
_ &st class -security, from the unemployed balances 
ndia, and from the funds, whict had ultimately to 
be remitted to the Secretary of State, but which m'ivht 
retained m India for a time. What the eommerdal 
eommunity could not understand was the fact that, while 

the stringency in the money market was acute, the bank 

ride being as high as 9 per cent, and the Government 
oi India declined to render any assistance, the Secretarv 
of State lent large sums from his balances to fnanekl 
houses m London at 3 per cent. The Government of India 
was on the whole, rather inclined to favour these nronosals. 
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of the coiuniercial community, but the Secretary of State 
coiiid not be persuaded and negatived them by repeating 
the old arguments. 

Wliat the insistent clamours of the commercial 
classes could not achieve, was secured to them by the 
war. 


Gash Eaiatices in India in Crores of rupees- 



i.)istrict and 

Head olfices Branches. Eeserve 

Total. 

:j ist March 

Sub -District 

of the Presi* Treasuries. 


Treasuries. 

dency Banks- 


Pre-Wiir Av< 

:*ra‘?e 




9.4.2.4.3(!( 

, 2.08.9% 2.81.13% 7.00.35% 

21,10.100% 

nr. to 

10.17 

2.62 3.3.3 0.05 

22.17 

inu) 

8.52 

2.15 3.76 3.59 

18.02 

1917 

8.20 

5.95 4.17 4.50 

22.94 

1918 

7 . 57 

9.55 3.40 2.47 

22.99 

,!.0U1 

7.25.28% 

11.81.45% 3.33.13% 3.58.14% 

25.99.100% 

War aveni 

!ge 

(10 15' 19) 

8.85.37% 

0.42,29% 3.60.1(53(. 4.05.18% 

22.44.100% 

1.920 

: 7.72 

: 13,06 3.54 1.55 

26,47 


Table 24, 


It is thus seen that, wliile the proportion, of the balances 
kept in the district and sub-district treasuries declined 
appreciably, and that of the balances in the Eeserve trea- 
suries was reduced considerably, the proportion of the 
baiances kept with the head offices of the Presidency Banks 
increased immensely. Thus the lock-up of tlie funds in 
the reserve and other treasuries was largety avoided, and 
balances were kept with the Presidency Banks at all times 
considerably, and at certain times far, in excess of those 
maintained w ith them before the war. liloreoyer, the 
iarge proceeds of the war loans were kept in deposit with 
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tlier!3 imtil they were actually recjuired by the Goveriinieiit 
of India for the war disbursements. And lastly, tempo- 
rary loans 'were made to the Presidency Banks from the 
balances on favourable terms. Thus, during the wan 
period, a policy of a more liberal use of.the Goveniment 
funds to give relief to the commercial and financial interests- 
in times of stringency was pimsued. What was the cause 
of this remarkable change in the policy? The war caused^ 

; considerable strain upon the restricted Indian money 
iuarket, and the -strain was augmented by the Government’s 
war finance, and there was a danger of a break-down if 
the pre-war policy of locking up a large portion of the coun- 
try’s funds into the Government treasuries, especially 
during the busy season, had been continued. If a financial 
collapse had occurred, all the efforts of tlie Government 
of India to assist the Home Government in the conduct 
of the war vroiild have been largely frustrated, and the* 
valuable assistance which India actually gave in various; 
ways would have become impossible. The wonderful 
success of the war loans would have been impossible 
if the pre-war policy had been continued. Tliese factors 
had to be taken into account by the Government, and 
the necessities of the war finance led it to introduce the* 
welcome change in the policy regarding the management 
of the cash balances. It is true that a few months before 
he war, the Chamberlain Commission had recommended' 
a more liberal policy in this connection, and that the 
4 Finance Member, in introducing the budget for 19M-I& 
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iiad announced that the Government viewed the recom- 
mendation with favour, but it seems that but for 
the necessities of the war, the liberalisation of the 
policy regarding the cash balances would have been 
i a a far less degree than was actually done. The effects of 
the change were entirely beneficial. The Government 
had not the slightest difficulty in using its balances, 
and at the same time the money market was relieved 
of much of the strain to which the Government war finance 
subjected it, and in particular it became possible to raise 
large sums by way of loans, without materially incon- 
veniencing the market. 


It DOW remains to consider briefly the prospects of the 
U ays and Means position. The difficulties, connected 
with the proper distribution of the Government resources 
between India and England, resulting from the enormous 
war disbursements in India, have mostly disappeared, 
but others, again the outcome of the war, have taken their 
place- One difficulty confronting the Government is 
the necessity of reducing its large floating debt in the 
shape of Treasury Bills ^ amounting to £ 35 million 
oa 3Ist March 1920. For, whenever the money market 
becomes tight, the maturities tend to run off without being 
fully replaced by fresh sales of bills, and the Government 
has been continually under the apprehension that it may 
have to increase still further the fiduciary issue of notes in 
oivler to pay off the maturing 
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dafficulty m tie way of tie reduction of tiis debt is tie 
kck of surplus funds. The resources, which were built up 
m England during the war with great inconveniences and 
sacriices by means of investments in the Home Treasury 

baci o lnd,a during I9];9-20 at an exchange rate doiAJe 
the old one, by the sale ofEeverse Councils, thus involviri«- 

Cs fos. would be more than counter-balanced by the 
utnre reauctions in the rupee cost of the Home Chales^ 
But, while the loss has already taken place, tie gaih is 
distant and may be lost in the future, especialh-"if the 
exchange .^lue of the rupee being found too high, has to 
be hxed at a lower level Moreover, whatever o-ain was 
seemed in respect of the Home Charges in 1979.20 was 

lie detee^ej. ,« tie Payer Cur„„ j. ' 

pt.ced„e ,e cate.eptod ,..rt p,„ ele.. „„ p'“ 

Member has suggested that, in so far as the ,..li. t ! 
the floating debt is not effected by funding infol'ter.n 
loans, the aim should be to utilise for this 

surpluses arising from tie ordinai-y 'revenuer'BTt 

large magnitude, while it is’ essential tfaUh ^ 
should be considerably reduced as soeedih aT^'"^ It' 

It therefore appears desirable that the ioatinl- dchH^t • 
be reduced by means of a part of the pro^oeStotZ" 

operations and of the gain from exchange,tdiichl b^g 




yr-.:^. a »>, 
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ale\'(/t.cd to vailwtiy capital expenditure and meeting tlie 
deficii'ney in the Paper Currency Reserve. The capital 
needs of the railways have been considerable, but they 
iiave been mot so largely since the cessation of 
hostilities tliat they are less urgent now than the need for 
curtailing the floating debt. The redress of the deficiency 
in the Piipor (..'urrency Reserve is no doubt important, 
iiut It i.s also less urgent than the reduction of the 
floating deol. Therefore, both these objects can afford 
to be comparatively neglected for a couple of years, until 
the floating debt is substantially reduced, and the Wa,ys 
and Means po.sition is strengthened. 

Another difficulty of the (.Tovernmcnt of India is that 
it is not able to borrow for capital expenditui'e the large 
amounts m the London inonej' market that it did before 
the wav, and will not be able to do so for some time, ivhiie 
its needs for capital expenditure have increased on 
account of the. necessity of accelerating the pace of 
India’s economic progress. The present shortage of 
capital m Europe owing, to its immense destruction 
m the war is considerable, while the demand for it in the 
M73stern countries for purposes of reconstruction is large, 
and hence only a comparatively small part of the remaining 
capital of the London market will be available for India^ 
This, however, need not be a cause for much anxiety be- 
cause the war has shown that the Indian money market 
can take the place of the London market to a large extent. 
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m meeting the capital requirements of the Government 
The remarkable success of the Indian war loans revealed 
the increase in the strength oi the Indian lending power, 
and so also did the loan operations of 1919-20, the actual 
proceeds of which, as explained before, considerably 
exceeded the budget estimate, in spite of the facts that 
at the time of the two war loan operations the Government 
had dipped deepljr into the pockets of the investors, that 
no attempt was made to repeat the special propaganda 
associated with the two war loans, and that a very We 
number of company issues competed with the Government 
oan operations. Hence a much greater dependence mav 
fairly be placed upon the Indian money market in future- 
for raising the funds neees,sary for the development of the 
railways, irrigation and other productive works, than 
before the war, a change which is not likely to be regretted 
in the country. However, the Government will have 
to pay a substantially higher rate of interest in the- 
near future, than before the war, as it has been borrowino- 
beavily since 19.17. ^ 

With regard to the balances, three reforms seem 
desirable, when the financial conditions become normal 
In the first place, the practice of acquiring and keeping 
larger balances than the declared normal figure may be 
abandoned. As the Ways and Means difficulties result- 
ing from the war <iisbursements have mostly disanneared 

there .seems to be no reason for continuing the pLcW.^^ 
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This will be secured, if tbe revenues are estimated a little* 
less cautiously in the budget, in normal times ^ and if tbe 
over-estimation of the practicable capital expenditure is 
avoided b}^ carrying out the Chamberlain Commission's 
suggestion of a settled programme of railway development 
providing for three or four years in advance. Secondly, the 
normal figure of £ . 12 million, to which the balances in India 
should approximate as closely as possible, probably requires 
to be cut down. The Chamberlain Commission in 1.913 ex- 
pressed the opinion, that ‘‘ If the Government could count 
on raising larger sums each summer in permanent loans, it 
should be possible for them to reduce to an equivalent 
extent their estimate of £ 12 million as the amount of the 
('losing balance required on March 3.1st to tide over their 
summer and autumn requirements.'' It has been mentioned 
above that it is possible now to raise much larger sums in 
l>ermene.nt loans every year than before the war, and this 
should render possible a corresponding reduction in 
the normal figm'c of fhe Indian cash balances. Thirdly, 
the present independent treasury system is wasteful and 
is contrary to the pratice of all the prominent countries, 
witlx the exception of the U.S.A. Even there, the establish- 
ment of the .Federal Eeserve Board has brought 
about most important alterations in the system, and may 
lead to its abolition. The system locks up the funds of a 
country and renders them inaccessible to the public for theii* 
commercial needs. Under it, the financial structimesof 
the Government axid of the commercial and industria 
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co]nnmiuty, reniafu independent, instead of beii-o’ ini,,,..! 
together by means of a national bank. If India’s industrial 
and coinmercjal advance is not to be handicapped it 
IS necessaty that her independent treasury system should 
be gradua Jy abohshcrl by the establishment and the dove - 
opment of a national bank, which should graduallv' os- 
tablish branches all over the country. Therefoj'e, the 
<lec,smn to create the Imperial Bankoflndiabvthoanrd- 
gamation ol the Presidency Banks, and graduallv to 
Banster tne (lovornmcnt balances to its branches from 
the mdependent treasuries, i.s „f a very hopefni augurv 
lor the future. ' - 


® explained above, the Provincial 

rneruments had to practice strict economy and conse- 
quently their balanee.s with the Central Government 
mcieased considerably. In the budget of 1919-20 these 
Governments were allowed to draw upon them to the ex- 
tent oi £1 . mdlion, but they were left untouched owin<.- 

lo the increase. ,n the provincial revenues. The Governmem s 

should now frame wcll-conceivcd programmes of expan- 
sion m such beneficial servics as education, sanitation ‘ami 
medical relief, and should finance them during the nevf 
ew years by drawing upon their accumulated balances 
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CHAPTER VI. 


Taxation and Expenditure. 


In the modern public finance of advanced countries, 
tlio burden of taxation is regulated bv the expenditure 
n Ilk'll IS considered necessary, instead of expenditure 
being made to depend upon the revenues. This principle, 
liCRever, is subject to the qualification that schemes 
requiring an increased expenditure cannot be undertaken 
■vvitboiit a careful attention to the feasibility of raisins; the 
additional re\enues rec{uired by means of higher taxation. 
The revenues that can be raised by means of taxation 
are obviously limited. This limit, however, is elastic, 
and vanes with the peculiarities of prevalent condition s- 
The necessities of a ivar, for instance, may become para- 
mount, and if the expenditure on its prosecution must 
be borne under any circumstances, it has to be met 
largely by means of higher taxation. The war remarkably 
e.xeniplified the elasticity of the limit to the increase of 
taxation or, in other words, the possibilities of the expan- 
sion of dhect taxation, in the western belligerent conn- 
Iries, especially in England and Germany, where, with 
the progress ^of the war, larger and larger revenues were 
raised by means of higher and higher taxation. The 
case of India, however, was quite different. While the 
former were prosperous manufacturing countries, the latter 
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was a poor agricultural country. The poverty of India 
has been universally acknowledged, and the best proof 
of it is that before the war even the official estimate of its 
income per head of population did not exceed £ 2 as against 
£40 in England. This difference was recognised by tlie 
Government of India also, which pointed out that “'There 
are rigid limits to the taxable capacity of India, leaving 
out of consideration the fact that tliree-fourtlis of tin? 
population depends upon agriculture, and hence upon tin* 
incidence of the monsoon for its means of livelihood. As a 
result of these two factors, the expansion of direct taxation^ 
a primary element in the war hiiance of Great Britain and 
her Dominions, has been very difficult in India It 
would not therefore be fair to compare India’s war taxation. 
as a whole with that of the Western countries, and to draw 
a conclusion unfavourable to the former, because the con- 
ditions were quite diferent, and there was no common 
basis for comparison. The war taxation of the richer 
classes in India, however, may be compared with that 
similar asses in the other countries, merel}^ in order to 
ascertain in a rough way, the extent of the severity of 
the increase in the burden upon the former, because the 
conditions of the richer sections of the community in India, 
and tlie other countries were somewhat similar. Howeve]/; 
care must be taken not to attach an undue importance to 
this sort of comparison, because the dissimilarities of the 

Sfca-tement exhibiting the Moral and Material Progresi=; of India 
in 1917'!^, p. 15. See also Appendix 2. 


' 430 iiditions were liardiy less marked than tlie similarities 
Moreover, in examining India’s war taxation, in addition 
to this special factor of the inelasticity of the limit of India’s 
taxable capacity, another general factor, applicable to 
all countries, must be taken into consideration, namely 
that an increase in taxation can be defended only if it 
can be proved that the increase in expenditure *was 
•absolutely necessary, that it could not be met from the 
then existing revenues, or in any other way, and that 
the increased taxation did not impose an undue 
and unnecessary hardship upon the mass of the 
population. 

The war converted the budgeted Central surplus 
of £ 1,2 million for 1914-15 into a , deficit of £ 1,8 million, 
and in the budget for 191.5-16, a deficit of £ 2.8 million 
was anticipated. It was decided to meet these deficits 
by temporary borrowing, and no additional taxation was 
resorted to. Under the circumstances prevailing at the 
time, this decision appears to have been wise. In the 
first place, the deficits were the products of special and 
temporary circumstances, while ordinarily the Government- 
secured large surpluses. During the first year of the war 
it was generally expected that the struggle would be a short 
one, and therefore the Finance Member could not dis- 
regard the possibility of an early improvement in the 
finances. Secondly, as regards the Ways and Means, 
m sp]te of the deficits, he saw his way to finance all the 
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necessary outlay, and with an early cessation of the hosti- 
lities, the return of a large portion of the deposits with* 
drawn from the postal savings banks was expected, as 
also an ex|)ansion of the note issue, from the restoration 
of the public conMence. Thirdly, the population was 
seriously affected by the trade depression and dislocation 
and by the rise in the prices of the necessaries of life at 
the beginning of the war, and an increase in the burden 
of taxation, in addition to a probable failure to raise the 
required revenues, would have caused discontent, which, 
above ail, it was necessary to avoid at that time* 
Fourthly, the increase of taxation, even if successful at 
the time, would have been shortsighted, because the 
exhaustion of the taxable capacity of the popu«* 
lation in the early stages of the war would have 
rendered it impossible for the Government to secure 
more revenues later on, when it might have become 
absolute!}^ essential to obtain them. Although an early 
termination of the hostilities was expected, it would have 
been imprudent to count upon it, and it was highly desi- 
rable to husband the resources in the shape of the revenues 
from higher taxation. Lastly, the recourse to borrowing 
for meetiug the deficits would not have penalised the 
future Government of the country, because the borrowing 
vns only teinj^orarj:^, and was to be repaid in a short time. 
And even if it had involved an increase in the funded 
debt, it should be remembered that India's unproductive 
public debt was small at that time. 
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III tlic budget for 1916-17, liowever, it was decided to- 
obtain larger revenues from tlie customs and the conse- 
|, q iieiitial changes in the excise duties on liquors, an ■mcreas(^„ 

J of income-tax and an enhancement of' the salt duty,... 

The general import tariff since 1894 had been at the rate 
of 5 per cent ad vaioreiii. It was now. raised to 7-J per 
p'r. cent ad valorenij except in the case of sugar, the import 

duty on. vvliich was raised to 10 per cent, because it was 
’ thought that this would not. inflict any real hardship on the 

consorner, on account of the large imports of the article 
and India’s facilities for internal supply. This was true, 
and in addition, the duty afforded a stimulus to the Indian 
^agar industry. Secondly, the list of articles free from duty 
was inateriaiiy curtailed, but some of the articles' 
|l, witlKlra'wj'i. from the list were to pay a- duty of 21 per cent 

onl}'. Thirdly, the special rates of duty charged upon 
the import of certain articles, such as arms, liquor and 
tobacco, were raised. Fourthly, the duty of 3 1 per cent 
on the import of cotton manufactures ^vas left unchanged* 
Since 1896 the import *of cotton twists and yarns had 
been free of duty, while a duty of 3| per cent had been 
imposed on woven goods of all kinds, whether imported 
or manufactured in Indian mills. This position was left 
untouched. Lastly, an export duty on two important 
staples, tea and jute, -was imposed. That on tea was at the 
rate of Es. 1| per 100 lbs, that on raw jute was Es. 21 pw 
bale of 400 lbs, and those on manufactured jute sackings 
and hessians were Es. 10 and 16 per ton respectively. 



Now, granting for the moment, the necessity of an 
additional taxation, the merits of these changes may be 
considered. The reduction in the import of sugar during 
the war stimulated the Indian sugar industry, as shown 
by the considerable increase in the area under sugar-cane 
cultivation, but the decrease in the import appears to have 
been due much more to war conditions than to the im- 
position of the import duty. The export duties on tea 
and jute were satisfactory, as both these industries were 
specially prosperous during the war. Further, jute could 
well bear this duty on account of the fact that India 
possesses a monopoly in this product. The case of tea was 
hardly less strong, especially because the tea business, in 
spite of Its industrial character, had been exempt from the 
income-tax. The decision to leave the position of the 
cotton manufactures unchanged gave rise to a long public 
controversy. Before 1£82, there was a small import duty 
for revenue purposes on ail imported goods. The estab- 
lishment of cotton factories in India in 1S77 led the House 
of Commons to pass a resolution to the effect that “ In 
the opinion of this House, the duties now levied upon the 
cotton manufactures imported into India, being protective 
m tlioii' nature, are conirmy to sound commercial policy 
and should be repealed without delay Another similar 
resolution was passed in TS79, and in ;SS2 all import duties, 
mcludiiig those on picergoods, were shcii.shcd, although 
Indian lluancc-s were not in a satisfactory cond.tion owing 
to the Aighan tvar and the effects of a sevcie famine. In 
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the state, ' of Indian. finances rendered .it iiecessa.iy. 
to re-inipose the ■impo.rt dutie.s, and the. Secretary of State., 
as a result of the pressme exerted by the House of CoinoionSj 
le'vied a countervailing excise duty of 3| per cent on all 
cloth manufactured in India by steam power. This 
excise duty was unpopular, and in the opinion of most 
textile experts, was an appreciable handicap upon tlie 
progress of the industry. 


This position continued till 19 16, when as mentioned 
above, although the import duties were raised in all other 
directions, the duty on cotton goods was left alone. Tlie 
question naturally arose, wdiy this was done at a time, 
wiien, in tlie opinion of the Government, fiscal necessities 
compelled it to make a material enhancement of tlie 
tariff in nearly every other direction. The Finance Member 
explained that the G-overnment of India had not failed 1o 
represent Its view that tlie import duties on cotton goos.ls 
■ailso shoiikl be substantially raised, while the cotton .excise, 
duties should be left alone, and should be abolished, wluni 
liiiaiicial circumstances became more favourable, lint 
liis Majesty’s Govermneiit replied that, “the raisin -r of 
iJiis {|rxslioii at the present time would be most iinfortinr;- te, 
it woukl provoke a revival of old controversies, at a 


time when they S]seeially deshecl to avoid all eouteiil ions 
(|Ucstioiis both in India and England, and might prei« dice 
ilic ultimate settlement of the larger issues raised by the war. 
Mis Malestv’s Government} feel that the fiscal relat 2 onr-!:i!|> 
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of ali parts of the Empire as between one ajiotlicr and iJic 
rest of the world must be reconsidered after ii.c Wi\r. r.mi 
they desire to leave the question raised bj^ the cottwi duties 
to be considered then, in connection with the general fiscal' 
policy, which may be thought best for the Empire, arid the 
share, military and financial, that has been tahen by India 
ill' tlie present struggle.’^. 

Lot us now turn to the question whether the increase 
of taxation in 39J.6-I7 was necessary. The Finance 
Member gave several reasons to defend the increase. 
Firstly, he had to assume that the war would continue 
for a year more, perhaps longer, and he could not go on, 
.year after year, with uncovered deficits. Secondly, tbcr 
Secrc-tarr. of State was unable to borrow substantial sums 
in the London money market, while the lending capacity 
of the Indian money market was limited. Thirdly, tliV 
end of the war would leave the Government of India with 
heavy financial responsibilities. A large amount of tem- 
porary debt would have to be paid off, the experiences 
and lessons of the war must add to the permanent military 
charges, and larger funds w'ould have to be provided for 
such beneficent purposes as the improvement of education 
and sanitation. There seems to be much force in the- 
first argument and therefore the necessity of the increase 

of taxation may be granted. However, with ragard to- 

the second, it has been already pointed out that the mar- 
vellous success of the war loans in 1917-18 and igiS-ld' 
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showed that if the Finance Member had given up 
floiibts, and had floated a big loan in 19l6d7 along 
tlm lines pursued in the two subsequent years, in 
all !irohfd)ilitv, he would not have been disappointed. 
As reuanls tlic third argument, it may be noticed that 
llie lejvriHwaiy debt at this date amounted to £ 10 
i.rdiic-n ouiy, and that, as the Indian revenues had 
iilreaJv' i'.K'Mvi]n to show substantial strength and recupera- 
tive jjovver, it would not have been dillicult to pay 
off the teiuporary debt soon after the termination of the 
Avar. In respect of the increase of the permanent military 
diarges, it has been explained that, as, before the war, India 
bore a largo burden of military expenditure, which w^as 
being appreciably increased during the war, it would have 
been t)ro])ably unnecessary to increase that burden after 
the war. 

At this stage, the question arises, which of the two 
•idttu'notives, borrowing or additional taxation, w^^as prefer- 
for usecting the war expenditure. A misconception 
regai'ding this question seems to prevail in tlie popular 
}!i.iiid. ]t seems to be generally thought tliad, in so far as 
the expenses of a war are met by means of higher taxation, 
its burden falls upon the generation which prosecutes it, 
but tiiat, ill so far as the expenses are met by means of 
floating long-term loans, the burden is shifted to later 
generations. This notion appears to be at the bottom of 
the general desire that at least a substantial part of the 
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expenses of a war should be met by means of long-term 
loans, because the later generations also are supposed to 
benefit from the advantages that may result from the war. 
TJus idea, however, appears to be incorrect so far as in- 
ternal loans are concerned. A war can be fought only with 
the goods and services of the generation which conducts 
It. all that internal loans can do is to give to tlie govern- 
ment of a country the command over a portion of the.se 
goods and services, and it is impossible to obtain command 
oy any raean.s over the good.s and services of later genera- 
lions for the purpose of conducting the war, simply 
because they do not exist. The only effect of such internal 
uans IS to make the distribution of wealth among the 
•several cla.sses of the existing generation and among those of 
he succeeding generations somewhat different from what it 
would be if the war is financed entirely by means of higher 
taxation. Only to the extent that a country can finance a 
ai y means of long-term external loans i. e. loan.s raised 
and expended by it in other countries, is it enabled to 
throw Its burden upon the following generations, bec;useto 
that extent the goods and services are borrowed from the 
existing generation of other countries, and will have to be 
repaid to tbeir later generations by the corre,spoudmg 
generations of the borrowing country. This is what would 
happen if the loans granted by the U. S. A. to the United 
Kmgdom, France and Italy dm-ing the late war are funded 
mro long-term loans. However, it is evident that a 
country can meet only a small part of it.s war expenses 


231 


III this way, that for the remainder it has to depend entirely 
iipGii its own existing resources, and that it cannot obtain, 
the resources of later generations for this purpose. Similarly 
the burden of the loans raised in Indiato assist the Home 
{government in the conduct of the last war must fall upon 
its existing generation, because the loans were expended 
upon the purchase of Indian goods and services. Thus, 
whether a war is financed by means of an increase in 
taxation, or by means of long-term internal loans, its burden 
must fall upon the generation w^hich conducts it, and from 
tiie pure economic point of view the former alternative 
seems preferable, because it makes the full extent of the 
burden clear to all and assists the economic process of 
the proper adjustment between production and consump- 
tion. But politicians maintain that from the point of view 
of practical politics, it is an advantage that the expedient 
of long-term loans for financing a w^ar largely conceals its 
bui'den for the existing generation, and that it is essential 
to finance any war to a large extent in this W'ay, because, 
if the wrhole burden were to become plain to the people, 
they would be discouraged and even discontented, and 
the government would lose their supoport in the conduct 
of the ’war. The financing of a war by inflating the 
tairrency has a similar effect of concealing a large part of 
the real burden. It is not the function of an economist to 
pronounce judgment upon this political view, but it seeins 
necessary to point out that, if it was found essential even 
in the Western countries to finance the late war to a large 
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extent by means of loans, it follo«-s that it was stil! mere 
necessary to do so in India, where the public sense.' -. as 
lar less developed. However, the desirability of financir "■ a 
war by increasing the rates of taxation as far as this 
be done without causing considerable discontent and 
losing the support of the people, has been recognised by 
most politicians.^ Therefore, no exception can he taken 
t o the increase in the income-tax in India in 1916-17, 
because the burden \vas imposed upon the shoulders best 
able bear it. Under the system of taxation existing till 
1916-17, the public burden was not quite <.quitabi\- 
distributed, and it cannot be said that the richer 
classes were contributing their proper share to the 
national expenditiu-e, especially as compared with their 
equals in other countries such as England and Germany, 
in which the}- sustained a much larger part of the burden 
of taxation, which became far higher with the progress 
of the war.=>= The richer ela.sses might perhaps have 
welcomed boirowing by the Government in preference 
to an increase of taxation falling upon them, but it could 
not have been a wise policy. Till 1910-17, all incomes, 
excepting those derived from agriculture and religious 
and charitable property, which were fice from tax, above 
Es. 1,000 per annum were subject to an income tax. A 
distinction, however, was made between the profits of 
companies and the interest on securities, on the one hand, 
and the incomes from ot her unexempted sources, on the 
* See Appendix 3. 


oilier. Tiie latter, if between Ks.T, 000 and 2,000 per annum, 
paid 4 pies in the rupee, and if above, 5 |)ies. The former 
paid iiDiformly 5 pies in the rupee. Therefore, tlio 
normal incoiiie, tax rate was 5 pies in the rupee, which w'as 
about equivalent to 6d. in the. pound.' In 1916-17 all 
I he then existing exemptions were left untouched, and no^ 
aJteratioii was made in the taxation of incomes below 
Es. 5,000 per annum. Sut inconies froni Es.„ 5,000 to 
JU,000, 10,000 to 25 thousand, and above 25 thousand 
were henceforth to pay 6 pies, 9 pies and 1 anna in the 
rupee, i, e. 7 Id, and Is. 3d. in the pound respiec- 

livel}-. The profits of companies and the interest on secu- 
rities were to be assessed at th{3 I anua rate, but this w'as 
t o be subject to an abatement or exemption to individual 
shareholders or securityholders, who could show that their 
lotai income was such as to warraiit a Iowtu* rate of 
taxation or none at all. The principle of graduation was 
thus introduced in the Indian tax system for the first time. 

These rates compared very favomably with those’ 
of the English income tax. Just before the war, the latter, 
huaviiig apart the super-tax introduced in 1910, ranged from 
9d. to Is. Sd. in the pound. These were doubled after the 
■outbreak of the war, and in 1915 there ^vas a further 
increase of 40 per cent on the previously doubled rate, 
while the limit of exemptions and the scale of abatements 
were lowered. The English income tax therefore at the 
beginning of 1916-17, leaving aside the super-tax, \eas from 
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2s. Id. to 3s. 6d. in the pound. The difference between 
the English and Indian rates was marked. Hence, it is 
obvious that the Indian rate prior to the increase in 
1916-17 was low, and that if the Government thought 
It necessary to increase taxation and even to hit the poor 
by raising the salt duty, it would have been unjust not to 
obtain more revenues from the richer classes. Even 
after the mcrease in the income-tax, it was calculated that 
out of the total number of assesses of 332,000, the in- 
crease would affect only 37,000, who were well-to-do, 
an th-at, even in their cases, the increase as compared with 
that in England, was far from burdensome. 


It IS, however, difficult to support the increase in the 
«ait duty from Re. I to Re. I| per maund. The Finance 
1 . em er explained that an enhancement of the salt 
duty had always been considered as a reserve to be drawn 
upon in times of war or other financial calamities* He, 
however, admitted that the. duty would have to be laroely 
paic oy the poorer classes. It appears that there were 
a number of objections to the increase. In the first place 
the reserve should have been tapped, only when it was 
absolutely necessary, especially, as the incidence of the 

tiflV TpII Ifl.’Tri’al «r 4 - 1 ,... . 


tax fell largely upon the poor. This seems to have been 
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hardly the case, because the duty was increased not to 
cover any deficit, but merely to increase the under- 
estimated surplus of £ 0.4 million, after takinginto account 



niiilion. Secondly, the past experience had shown that 
eren small increases and decreases in the duty caused a 
considerable dislocation in the retail price of salt, and that 
the actual rates charged to the consumers w^ere consider- 
ably higher than the increase in the revemies secured 
by the Government. It would therefore have been better 
not to have increased the duty until a permanent necessity 
arose for larger revenues for the purposes of the adminis- 
tration, and then so to regulate the duty, that it might 
be kept at that rate for a number of years. Thirdly, all 
the resources of the Government were hardly so exhausted 
that it should have found the recourse to an increase of the 
salt duty essential, which would have hit hard the poorer 
classes who were already a£[ected by the high prices. 
It is doubtful whether it was impossihle to find out other 
and better w^ays of raising the additional revenues expected 
from the enhanced salt duty, if it W'as felt that they "were 
fjuite necessary. For instance, a higher duty on the export 
of jute could have been levied with advantage, as it could 
have borne a h glier burden without difficulty, on account 
of its monopolistic position. 

In the budget of 1917-18, the Government decided 
to make agift of£ lOOmiilion to His Majesty’s Government 
for the prosecution of the war. This imposed an aniuiai 
burden of £ 6 million for interest and sinking fund charpcs 
and converted the estimated surplus of £ 2.7 million for 
1917-18 into an estimated deficit of £ 3.3 million 
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Additioiia] taxation tJierefore became necessary, ajul tiic 
Government bad to decide wbafc form it should take. Ii,e 
i^mance Member explained that an easy way of raising fresJi 
■reveime.s vwuld have been to increase further the salt dutt'. 
and that it would have been suitable because th.e lower 
classes could not stand aside in tbe matter of renderim.- 
financial assistance for tbe conduct of tbe war. The 
Government, however, decided not to resort to this ex- 
pedient, because, since tJie enhancement of the duty in 
the previous year, tlie price of .salt had much increased. 
This decision was praiseworthy, and was partially the result 
of the general opposition to the increase of the duty in 

.9..6 . .ti t. fhe burden of taxation upon the mass of the 

population was already heavy enough, the sacrifices which 
they were making in the sliape of the high prices were by 
no means light, and a further enhancement of the salt 
duty would have been very unpopular. Then a special cess 
upon laud was suggested to the Government, wliieli 
• however, ^ declined to accept the suggestion on the ground 
(that as far as possible tbe impo.sition of special cesses 
jnpon land should be left to the local bodies to help theiii 
in meeting their growing financial needs, in respect of 
local communications, sanitation and medical relief. 

]S'o exception can be taken to tins decision also 

Tbe same judgment, however, cannot be passed on 
tbe decision to refrain from levying an excess-profits tax, 
and to impose a super-tax instead, on the grounds that 
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UiP (lovvTinmni did not possess tlie eiaborate inco.ine tax 
iiiacliineiy required for detemiming normal profits,, and" 
excess gains in diflerent trades, and tliat an excess-profit 
tax could only be a temporary measure. ' Tlie 
of ilici lack of tlie necessary income-tax iiiacliinery crumbles ■ 
away s ■wlien it, is pointed out that it did not prevent the 
Oovernment from imposing the tax m 1919-20. What 
could be done in 1919-20, could probably have been done in 
1917-18, and with much greater advantage. It would not 
liave been diflieiilt for the Government of India to import 
from England in 1917 an expert official thoroughly familiar 
vi*th tiie working of the excess-profits tax in England, 
and to organise tlie necessary macliiner j with his assistance.. 
Then, as to tlie temporary nature of the excess-profits 
tax, it should have been levied first, and when it dis- 
appeared after the end of the war, the super-tax could 
have taken its place. This would have been a fairer and 
more profitable arrangement. From 1916, the commercial 
and industrial classes in the capital cities were making 
larger and larger profits, far larger than their pre-war 
profits and the taxation of these excess profits would have 
brought in a large sum. The super-tax had the eflect of 
exempting the greater portion of these profits, and thus of 
throwing a large part of the burden on those individuals who- 
had not in any way profited by the war. It is difficult to^ 
understand why the Goverment, while closely following the 
principles of obtaining money, which prevailed in Englands 
should have departed from them in this one respect 



Having rejected these suggestions, the Government 
decided to raise the necessary sum by means of a super- 
tax on large incomes in addition to the ordinary income 
tax, raising the import duty on cotton goods from 3.J 
to 7.1 per cent and the export duty on jute, and a surcharge 
on railway goods traffic. The super-tax was imposed 
on incomes exceeding Rs. 50,000, and at a progressivi# 
rate in the following manner : 

For incomes between Rs. 50,000 and 

1 lakh . . \ . . . . 1 anna per rupee. 

For incomes between Rs. I iakli and 

iaklis . . . . . . , . 11- „ 

For incomes between Rs. 1\ lakhs 

and 2 lakhs . . . . . . 2 ,♦ 

For incomes between 2 lakhs and 

2 1 lakhs. . . . . . . 21 „ 

21- lakhs . , . , . . 3 „ 

These rates were in addition to the ordinary income 
tax of 1 anna in the rupee, so tha.t a person having an 
annua! income exceeding Rs. 2' lakhs had to pay4armaS' 
rupee on that excess, equivalent to his. in the pound. 
His position was thus more favourable than that of the ; 
wealthy taxpapyer in England, who by this time had to 
au income tax of 5s. in the pound, wddle the siiper-ta*\* 
extended up to ’ s. - d. in th-e pound. Tfie next source, 
ell additional revenres were raised^ was t lie export 
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IE jute production., wliicli enabled taxation to be passed 
on to tlie consumer, no objeGtion could be raised against 
the increase.. 

, f he.groimd, on wbich tlie Home Government; , declined 
to allow tiie Government of India in 1916 to include cotton 
goods in the list of articles subjected to ' higher . import 
duties for revenue purposes, was explained above. But. 
now, the .Home Government gave its consent to -‘die 
Government of India’s renewed proposal to be. allowed to. 
raise the import duty on cotton goods from 3 1 to 7| per 
cent the general tariff rate, the cotton excise duty remaining 
at 3i per cent as before, on the ground that India’s war 
co.nt.ribiition must be worthy of her and of the place which 
she desired to hold in the Empire. Some members of the 
House of Commons demanded that, if imported cotton 
goods were made to pay a duty of 7-J- per cent, Indian 
cloth slioiild pay the same. The Home Government 
declined to aeced.e to this demand,, but .yielded vso far '..'as to 
promise that the question should be reconsidered after 
the end of the war. The view of the Government of India 
regarding the excise duty was, that it should be abolished 
when iho fioancial circumstances became more favourable, 
but that there could ne no question of removing it at a time 
when fresh taxation Iiad to be imposed. Finally, a surcharge 
eii raDwa} goods trafffc was imposed at the rate of one pie 
per roaiind on coal, coke and ilrewood, and two pies per 
maimd on other articles. Although the rate was low, 
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us 'iflc o taxation was not. quite desnable, because it 

la^ the effect of adding one more obstacle to tbo.se alicadv 

cxistingintlie way of tbegro^rtli of commerce and industry. 
In addition to this fom-fold increase of taxation, larger 
revenues were secured by increasing the railway fares 
and the telegram charges, and this virtuallv constituted 
increased taxation. 

^ 1917-18 yielded a large sin-plus of £ 8 million, 

■ le u-.get e.stimate of the surplus for 1918-19 was 9 3 
imhion,and as the difficilties existed on the ways and 
means and not on the revenue, side, there was no necessitv 

V,. rw? two previou^ 

cam. n the other hand, no exception could be taken to 

the imance Member’s view that, while the war continued. 

there could be no question of reducing the level of taxa- 
tion, " 


t.J ^-9^-20, however, there was a further increase of 
axation m the shape of the levy of an excess-profits tax. 
In September 1918, the Government of India decided to 
make a further gift of £ 45 million to the Home Govern- 
ment, in addition to that of £ lOO million in 1917-18 bv 
takmg over the charges of a large number of troops. The- 
charges «ed to amount to £ 12.7 million in 

ended, to £ 7.7 million m 1920-21, the period of demobili- 
sation. The hostilities happily ceased before this estima'^ 


period, BO that the second instalment of the gift disappeared, 
and in 1 919-20, apart from the running pension charges, 
only the third instalment amounting to £ 8,7 million 
had to be paid. The budget estimate of the excess of the 
current revenue over the expenditure was £ 3.7 million, 
out of which £ . 7 million were set aside as a margin against 
the fluctuations of the year, so that only £ 3 million were 
available for paying the last instalment. It was decided 
to make up the shortage of £ 5.7 million by levying a duty 
of 50 per cent on excess profits. It was applied to all 
businesses, which in 1918-19 made a return of profits 
exceeding Rs. 30,000, with the exceptions of agriculture, 
salaried and professional employments depending upon 
porsona! skill, and concerns already paying the duty in 
England. Excess profits were defined as the. difference 
bet ween the profits returned in 1918-19 and tie average 
of the profits returned in the two pre-war years and tie 
first two years of the war, for income-tax purposes, and the 
Government took half the excess. If any business did not 
pay the income tax in these four years, its excess-profits 
were as=5:uned to be the amount by which its actual profits 
ill 1913 .*9 exceeded 19 per cent of its cap it ai. 

Now, as to tlie necessity of the levy. If it be granted 
that it was necessary to pay the last inslalmeiit of the 
second direct war gift, there can be no dou!;t that the 
levy of an excess profits duty was the best means of raising 
the requli’ei sum. The alternative suggested by some 
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representatives of the commercial conimiiinty, viz. an 
amenflment of the super-tax system, wliicli would allow 
that tax to be assessed on the whole profits of companies 
instead of their undistributed profits only, was not accept- 
able. In the first place, it w'ould have entailed a higlier 
•scale of assessment, and would have penalised the share- 
holders of those companies, which made no extra profits 
during the war, to the benefit of the shareholders of those, 
which made huge rvar profits. Few, if any, wili deny the 
justice of the principle that those, wlio made exceptional 
profits from the circumstances of the war, should contri- 
bute a portion of them to the cost of the rvar. Secondly, 
the higlier scale of assessment would have become unnece- 
ssary on the return of more normal times, but the Finance 
Minister, having secured such a scale, like his fellows in all 
countries, would have been tempted to adhere to it, even 
after the necessity for it had passed away. The super-tax 
was likely to become a permanent feature of the Indian 
tax system, while the excess-profits tax was only a 
temporary war measure, 


In the budget for 1920-21, the burden of the excess- 
profits duty upon industry was removed. This was accom- 
panied by a modification in the super-tax. The super-tax 
on the undivided profits of companies and firms, as it 
existed then, had been adversely criticised on the grounds 
that it gave an incentive to companies to distribute more 
in dividends than was warranted by their real financia 


pos-tion, and that it penalised those companies 
which endeavoured to strengthen their reserves. It was 
urged that the Government should have levied the tax at 
a moderate rate on the whole income of companies instead 
of applying the higher tax to their undivided profits. 
The Government, therefore, now relieved the undivided 
profits of coinpanie.s and firms, of the super-tax which ran 
up to three annas in the rupee, and replaced it by a new 
form of the super-tax, consisting cf a flat rate of one anna 
in the rupee, assessed upon the total income cf each company 
in excess of Es. 60,000. This was to be in addition to the 
ordinarj' tax, as before. The super-tax on individual 
incomes remained unchanged. 

The results of India’s war taxation may now be 
summed up. In the first place, the larger part of the 
extra expenditure involved by the war was met by higher 
taxation and the smaller part by means of loans. As 
explained above, the real burden of the war upon the 
present population of the country as a whole would not 
have been greater, even if its expenses had been met entirely 
by a further increase in taxation. But, for the reasons 
explained before, the Government seems to have thought 
that it was not possible to meet more of the war expenditure 
in this way, than was actually done, without creating 
a feeling of severe and unfair hardship in the country. 
In the second place, the war taxation made the incidence 
<»f the Indian system of taxation fairer than before the 
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war. In pre-war times the richer classes did not contribute 
their fair share to the state expenditure. The bulb of 
the burden of the land revenue, excise, salt and customs 
duties was borne by the poorer clsses, and the income-tax, 
with a low and flat rate, was the only impost, which some- 
what restored the balance between the upper and lower 
classes of the community. The war did this to a much 
larger extent. The burden upon the poor classes was 
no doubt increased, but that upon the wealthy sections of 
the community was increased to a much greater extent. 
A graduated scale was introduced in the income-tax, large 
incomes were subjected to a graduated super-tax, and 
a part of the exceptional war profits was taken away, 
although very late, by means of the excess-profit duty. 
It had been recognised in lJ;e advanced countries, 
especially in England, oven before the war, that taxation 
ill proport on to income did not involve an equality ol 
sacrifice, and that the capacity to pay taxes inci eased more 
than in proport on to the increase in incemes, and this realh 
sation had considerably afiected their .systems of taxation. 

It IS 1 1 11 e 1 ]] at tl. e T nd ia n .syste ni v. ou I d h a v e b ce n sim ilarly 
afiected, even if there had been no war, but the progress- 
in this directxn would have been very slow and baiting. 
The process was much hastened by the war, and there can 
be no doubt that it has come to stay. Thirdly, the addi- 
tion to the burden of taxation resulting from the war, 
with the exception of the increa.se in the salt duly, did not 
impose any severe hardship upon the bulk of the population. 
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taxee simis were obtained by means of the increase in the 
mcome tax, and of the super-tax and excess-profits tax 
l)iit they were contributed by those sections-of the commu- 
nity, which were best able to bear the addition to the 
burden of taxation, and which, on the whole, were less 
burdened than similar sections in the prominent belli- 
gerent countries. The jute and the tea industries on the 
whole prospered during the war, and the export duties 
on them did not affect them adversely. The increase in 
the customs duties had no material effect upon the nece- 
ssaries of life of the masses. But, the enhancement of the 
salt duty did impose a considerable hardship upon them, as 
shown by the abnormal rise in the price of this neccessity 
of life. The surcharge on railway goods traffic also was 
an unfavourable factor in the development of Indian 
industries, at a time when they urgently needed every 
possible encouragement. These two imposts therefore 
should have been avoided, and the sums obtained from 
them could probably have been secured in other and more 
advantageous ways. However, any conclusion, from the 
above statement that the war taxation on the whole did 
fiot impose severe hardships upon the masses, to the 
effect that India escaped lightly from the burdens of the 
war, would be inconsistent with the actual facts. The 
burden of the war taxation was not very severe, and 
could not be so, because the indirect burdens of the war 
were far heavier than the direct burden of taxation. In 
an estimate of the part played by India in the war, both 
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kinds of burdens must be taken into account, and tlie 
conclusion after the perusal of the next chapter will be 
inevitable that India rendered more sacrifices in the 
cause of victory than she could fairly have been expected 
to do. ' 

The prospects of the. Indian tax system may now be 
briefly’' considered. The great question is whether some 
relief from the present scale of taxation may be expected 
in the near future. To this question, the prospects of 
the public expenditure examined before give a negative 
answer. The need of reducing the military expenditure 
and the cost of the administration, which, especially the 
former, increased very considerably during the war, was 
explained before. But, even if this retrenchinent is 
carried out, India's public expenditure will go on increas- 
ing, because the need of promoting the social and economic 
development of the country is mostuirgent. To provide 
the facilities of primary education for 315 millions of 
souls, to enable them, to .-escape the clutches of prevent- 
ible disease and to combat successfuily unavoidable disease, 
and to assist them in procuring the moans of a decent 
standard of comfort fit for civilised life, are tasks requiring 
vast sums. " To obtain these, the present level of' taxation ■ 
will not only have to be kept -up, but will have to be raised 
higher. However, . it. vis - clear that most of the increase 
in the burden will have to be imposed upon the richer classes 
which before the war contributed much less than their 






fair sliare to the revenues, and whicB, although contri- 
buting a larger share now, can hardly be said to be bearing 
their jjroper share of the burden, as compared with then 
equals in\he advanced countries. One of the efiects of the 
war has been tiie triumph of the principle of graduation in 
fthe tax systems of the advanced countries, and it is bound 
to piroduce a similar effect upon tne Indian s^j stem. 
Therefore the present rates of the income tax and the super- 
ta.x will ha\-e to remain, while the Government will in the 
future have to rely largely on the levy of an inheritance 
(■ax or death duty, imposed upon personal as well as real 
property above a certain value, and graduated on an 
economic scale. Proper safeguards will have to be in- 
troduced in order to restrict a transfer of real property 
dining life, by gift or by collusive sales. This tax may 
be uphold on economic and fiscal grounds,* and its success 
in the western countries, parcicularl]^- in tLc Tni.ed Iking- 
dom. shows the desirability of its introduction in India 
in preference to other new taxes and to any increase in most 
of the existing taxes. However, it is open to two main 
objections. In the first place, it may ho urged that the 
inheritor, if a Hindu, will have to perform the funeral 
ceremonies of the person, from whom he inherits, and 
will Lave to .support the members of the joint family. It may 
however, bo answered that in any ease he has to bear these 
liabilities cither by law or custom. Secondly, it may be 

» Cf. for instaticr, Solijjmati, Kssays in Tuxation, pp. id lx,, 
and Cohn, Soienoo cf Rnanco, p. 337 and pp. 560- 1. 
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objected that in the case of inherited landed property. 
It may sometimes be impossible to raise the amount 
necessary for the payment of the tax, except by selling 

or mortgaging the property at a heavy loss. The solution 

o this difficulty would appear to be in allowing the tax 
perffiT^ * sufficiently long 

The necessities of expenditure will not allow a reduc- 
tion in the brnden upon the masses, except insofar as it 
presses unduly upon them. The increase in the salt duty 
appears to be such an exception, and it should be reduced 

to Its pre-war level as soon as possible. Further, it will 
not be desirable to increase the burden upon the masses 
m the ne^ future. On the one hand, to place a heavy 
burden of taxation upon them, and, on the other, to 
endeavour to ameliorate their condition, are inconsistent 
policies. The war has accelerated in the western countries 
the pre-war pace of the growing taxation of the richer 
•ectmns of the community for the promotion of the welfare 
of the community as a whole, and the Indian tax system 
wil be silmilarly affected m the near future, although at a 
& slower rate. s 

Finally it seems that in time the Indian system will be 

mos lybasedontheprincipleofdirect taxation. However' 

It should be noted that direct taxation has always been’ 
unpopular m every country, where the public sense is more 
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or rudimentary. But, when the sense of a citizen^s 
duty towards the state grows in a country, it becomes 
evident to all that the most scientific and the fairst method 
of taxation is direct taxation. This fact is not yet gene- 
rally recognised in India, where ail sorts of indirect imposts 
Oil land, excisable goods and the products of industry 
are preferred to direct taxes, simply because the burden 
is not so obvious. It escapes notice that one result of the 
indirect methods of taxation is to limit the spending power 
of small incomes in a much greater degree than the direct 
taxes on income would do, at the same time assisting the 
perpetuation of the anomaly, whereby a few huge fortunes 
bear an absurdly small proportion of the comnuaal burden 
of taxation. Since, however, there is in India a strong 
prejudice against direct taxation, it will be simpler and 
more politic to continue for the present along the tradi- 
tional paths, and to wait for the growth of the public 
opinion that only by direct means can justice in taxation 
be assured. 
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CHAPTER VIL 

# 

Coiitr'biifioriS to tlie Wcr and Public Debt- 


India's financial and commercial position during 
tlie war was profoundly affected by her nuinerous sacri- 
fices, direct and induect, financial and military, and as it 
is not possible to obtain an adequate picture of tliat 
positicn wilheut realising the full extent of the sacrifices, 
it appears essential to examine and anaijse them briefiy. 

On the outbreak of the war, both France and England 
were quite unprepared, and the irresistible tide of the 
German armies came rushing forward.. At this critical 
t^e, well-trained Indian regiments were hurried across 
the seas and tlnown into the breach, and helped to stem 
the tide. Ail military experts are unanimous in the opinion 
that the German rush to Paris could not have been checked 
without these gallant regiments, which in a few months 
were almost wiped out, fighting bravely in the terrible 
cold .of the winter, which they had never known before. 
India was able to send them to the battlefields at a 
nioment’s notice, only becuase, for many years past, she had 
been bearing a heavy expenditure for a large army main- 
tained for her own defence as well as that of the Empire 
as a whole. Having sent these regiments, the Govern- 
ment of India desired to continue to pay their expenses. 
But the Government of India Act prohibited the use of 
Indian revenues for paying the expenses of any military 





operations carried on beyond India’s frontiers, except 
for repellmg an actual invasion, without tlie^special con- 
sent of Parliament. The Government of India applied for 
siieli a sanction, and Parliament passed a resolution 
allowing it to bear only the ncnxal charges of the troops 
despatched overseas, while -the expenses of the untrained 
territorial troops sent to India to ipAie liie place of a small 
portion of the Indian troops, were to be borne, by the 
Home Government. Thus, the Govcinincnt of India 
defrayed Ihenonnai chaigcs ef a Jarge number of its best 
troops, sent cut of the ccuntiy at a time when her safety 
required their presence at heme, and thus no longer avail- 
able for the defence of the countiy. Kct satisfied wdtli 
this sacrifice seme critics blamed the Government fir 
not bearing the actual expenses cf the expeditionary 
forces, as well as the expenses of the teiTitciiai troops 
sent to India, a.ncl asserted that it did not comply with the. 
spirit of the resolutions passed by the Viceroy’s Legislative '' 
Council expressing its desire to share in the financial bur- 
dens of the war. The answer to this criticism is that 
Parliament allowed the Government of India to bear 
only the normal charges of the former, and required the 
Ecine Govciiimcnt to hear the excess in the actual charges 
of the former and I he expenses cf Ihe latter, and that both 
the Indian an I Heme Governments had to abide by this 
decision of Parliament. Furilcr, wherever any doubt 
regarding the vaiicus items of (xpenditure constituting 
the normal charges arose,its benefit was given to the Heme 
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Government. The amount thus contributed towards the 
maintenance of the troops not available for the defence 
of the country, minus the charges of the British troops 
servmg m India, which were borne by the Home Govern- 
ment, reached £ H.5 million by the end of 1916-17, 

and £ 20 million by the end of 19 18-19. 

In addition to this contribution, the Government of 
India had to increase its military expenditure very con- 
siderably. because it became necessary to quell the dis- 
turbances of tribesmen on the North-West and North-East 
Frontiers, occasioned by the war, and to take special mea- 
sures for the protection of the frontiers, and meeting the 

German menace. The pre-war annual military expenditure 
of the Government of India was £ 20 million. It rose to 
£ 23.5 million in I9I5-I6, 26.5 in 1916-17, 30.8 m 1917-18, 
32.9 m 1918-19 excluding the additional burden under- 
taken in 1918-19, and 43| in 1919-20 excluding 14? spent 
on the Afghan War and 1 .8 paid to the Home Government. 
Besides, the Government of India together with the Home 
Government had to undergo a large expenditure in Persia. 
Germany endeavoured to create disturbances in Persia, 
and the enemy troops, violating Persian neutrality, cap- 
tured certain places of strategic importance. The Persian 
Government was unable either to resist the attacks or to 
preserve order, and the Home and Indian Governments 
had to come to its assistance. The part of the expenses 
borne by the latter came to £ 1 . 2 million up to March 1918 



Again, the vital importance of the financial aid 
afforded to the Home Government by the Government 
of Indians war disbursements cannot be too mnch empha- 
sised. It financed many war services, and the export of 
enormous amounts of foodstuffs and war material of various 
kinds. The disbursements amounted to £ 8.8, 23.6, 
38.5, 66 and 70 million in I9T4-I5 and subsequent years. 
It was explained before and will be seen moie fully later, 
how they gave rise to serious currency and exchange 
troubles and how restrict ’ons on legit 'mate trade activities 
had to be imposed. Moreover a large part of the sums 
reccvcrcd ficm the Heme Geverrment was lent back to 
it bj means of the purchase cf Eritisli TrcasuiT Bills. This 
virtually meant II; at clrring the y a.r a large part cf the 
sums disbursed by (lie Gcvcir n:e nt cf lncl ‘a fer the Heme 
Government was immediately as well as iiltmately provid- 
ed by the foimcT. Ey the end of 19.6-17 £ 46.5 million 
had been invested in the British war scci.rii ies out cf which 
£ 35 miiron cpicscntccl wliclly new invc.s-lm.cnts.. By 
the end of 19 17-18 the la ter were increased to £ 67 niilliom 


Frcm 1916 17' lie Governme nt cf India re fra ined frem 
borrowing 'n the London money maiLcl so as to leave it 
free for the loans cf the Heine Government. In 1914-15 
the Secretaiy of Stale bcricwcd £ 7 million, hut ‘n 1915-16 
he borrowed only £ 2 million after allowing for the db charge 
of d bt, and this Icmporaiy debt was paid off in 191C-17 
andtlic following year. Besides, througliout the war, a 


coatinuous and increas-ng flow of generous contributions 
to numerous charitable war funds was kept up by Indian 
princes, chieftains, public bodies and individuals. Some 
idea, although an inadequate one, of these contributions 
may be obtained from the fact that the bare list of the larger 
donations published by tlie Government was long enough 
to fill more than 200pa5es of a closely printed pamphlet. “ 

India’s contributions in man power, vitally affecting 
her ^financial contributions, surpassed the expectations 
of all. Her armies had not merely to protect" her fron- 
tiers, but had also to assist the Empire in half a dozen 
theatres of war, in Prance, East Africa, Palestine, Meso- 
potamia, Saloniea, Aden and the Persian Gulf. Some 
idea of the strain upon India in this respect may be obtained 
from the fact that by the end of the second year of the 
war, nearly 80,000 British officers and men, and 210,000 
Indian officers and men, all fully trained and equipped, 
had been sent to the several war theatres. Throughout 
the war, the Indian Government continued to recruit, train, 
and despatch overseas larger and larger numbers. When 
the war broke out, there were in India 80,000 British 
officers and men and 230,000 Indian officers and men, 
combatants and non-combatants. During the war, the 
Government recruited on a voluntary basis 800,000 com- 
batants and 400,000 non-combatants. Before the war 
the annual recruitment of combatants was 15,000. But 
- Government by strenuous efforts recruited 121, 600 



by May liriT, and over 300,000 by May 1918. India's 
efforts in tlie supply of m-'H-power were further stimulated 
by tlie critical military situation in the early part of 1918, 
owing to tlie complete collapse of Russia and the G-erman 
inciiaco in Central Asia. The King-Emperor and the 
Prime Minister despatched messages to India asking her 
r.o redouble her efforts. Her response was full and prompt. 
A War Conference was held at Delhi in April 1918, and it 
was decided to contribute half a million combatant recruits 
during the year beginning with June 1918. Special central 
and local recruiting organisations were set up, in addition 
to the machiner}^ created before, and by the time the armis- 
tice was declared, over 200,000 combatants had been re- 
niited and there can be little doubt that the 300,000 
recruits required during the remaining seven months 
would have been obtained if the recruiting operations had 
continued. 

India's part in providing war material, which again 
deeply affected her financial contributions, was unequalled 
by any unit of the Empire, excepting of course England. 
India's effort in this direction has been so extensive, that it 
is not possible here even to summarise it adequately. India 
not merely equipped fully her expanding armies in several 
war theatres, hut by supplying munitions of various kinds 
to the Allied armies, to the best of her abilities, substantially 
relieved the strain upon the manufacturing resources of 
Eu gland, the U. 8. A. and France, Her resources in ra^v 
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materials are vast, but her domestic mdustries, destroyed 
by the competition of the western large-scale industries 
m the eariy part of the I9th century, have not been 
substantially replacd by modern industries. Yet India 
did her best in the matter, the Indian Munitions Board 
with Its far-reachmg organisation was set up in 1917 
most valuable services. Jute bags and 
cloth, khaki cotton cloth, woolen blankets, boots and 
aceo.trements, lubricants, steel rails, and vessels, espe- 
ca 7 river craft, were Biaiiiifactured and despatched to 
several ^var theatres, to the fullest extent permitted by 
n las raanufacturing resources. Moreover, she rendered 
valuable services in supplying raw materials and partly 

manufactured articles for the munitions factories and work- 
shops of the other allied countries, .such as wolfram, manga- 
nese ore, mica, saltpetre, timber, hide.8 and skins, rubber, 
hemp, CO r and petroleum. Her as.si.stanco in food-stuffs 
was hardly less important. Mr. Lloyd George in 1918 
remarked that the people of Great Britain suffered some 
depriva ion in the matter of food, stuffs, but not the pangs 
o real privation. This immunity was due in a consider- 
a e measuie, to the large imports of food-stuffs from 
India. In all the,se matters, strenuous efforts were made 

to stimulate production, and so to increase the quantities 
s.\a,]iable for export 

The,se services and sacrifices of India, however, did not 
sa.isly the above-mentioned critics, who set up a demand 
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that India should make a large diyect gift to the 
Monie Government. The Government of India resisted 
I lie suggestions that India was not contributing her fair 
'.hare to the conduct of the war, but as the financial position 
iiad appurently somewhat improved by the end of 1916-17, 
it offered a special contribution of £ 100 million to the 
Home Government, with the consent of the Legislative 
Council. Tor this purpose, a war loan on a large scale 
was to be floated in India, its proceeds were to be handed 
over to the Home Government, and the balance of the 
contribution was to be liquidated by taking over a corres- 
ponding portion of the Home War debt. 

Ihe demand of the critios; that the Government of 
India thiough the Home Government should move Parlia- 
ment to be allowed to bear the total expenses of the 
.expeditionary forces, or that it should make a special 
contribution, could not be accepted at all till tbe 
19!6-J7. In 1911-13 the public finances had been serious- 
ly di.siocated by the war. The revenues declined consi- 
derably, and m addition a heavy drain upon the postal 
sav ngs bank.s had to be faced. This compelled the Govern- 
ment to borrow £ 14 million temporarily. In the budget 
for 1916-16 a considerable deficit was anticipated, and a,s 
shown before, it was necessary to avoid fresh taxation. 
Such taxation was imposed in 1916-17, but the position 
on the north-west frontier was so uncertain and unfavom-- 
able that a larger military exnenditure in non nAP.t;! An 
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it was probable, and Ihercfore fresli diiTcfc liabilities for 

eaii ying on the war in other lands could not be nnclerfaken. 
Moreover £ 9| million of the temporary debt had still re- 
mained <0 be paid off. 

India’s sacrifices in the cause of victory did not end 

here. When the allied military situation became critical 

owing to the e.xpansion of the German activities in the 
early part of IDy.,, ,],e Government of India, in addition 
to It doubling its efforts in the supply of men power and 
munitions, deeded to make a further gift of £ 45 million 
in the shape of mcet.ng the normal expenses of 2CO,COO 
more men than it was then paying for, from bath April 1918 
and of 100,000 more men from 15th April 1919. The hos. 
tilities, however, terminated much eailicr than had been 
anticipated, the Government of India had to undergo 
enonnous c xpe.-.diture on the Afghan n ar and the operations 
against the frontier tribes, and the actual gift came to 
15| million.*^ 

The Government of Ind’a decided to raise as much 
as possible of its £ ICO million contriluticn by floating two 
large loans of unLmited amounts in India in T917-I8 and 
fhe following year. The adoption of this course resulted 
m three important advantag es to Ind a and the Empire. 

* 'I he reason* f .r reiuoin? the original gift have been 
eplained m .hapter IV. '•'ee also the di-cuKsion in tho Vineioy’a 
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Flrsffy, it <tfivo tlie Tfo'n^ Onvf^rnmf^nt fres^ funds for t!i@ 
war insteorl of a mf*re rolnetmn in the liabilities for the 
existing debts and thus made Indians more usefuL 
SecondVj ‘t nave f be Government of India id.s for meet- 
ing the lioge war di'tibursemrnf-.s on behalf of the Home 
Clove^*nrnent. Tli rcl gaiied by her obtaining the 

, means for the war ,ffift in t^n* of internal borrov/ingj, 
the iiiierest on whir-h remained in tlie ^ ou itrv, and not in 
tlieiomi of mereH' taking over a part of the En dish clebt^' 

I he payment of (lie interest on which would have left the 
coimtiy. In oficrnig these loans, the Government of 
India followed cdosely the method'? of the Home G vern- 
ment, and oft'red eqinily liberal terms. But then* mo^t 
ioifjortant feaiui’o was that the previous narrow metfiods 
were abandoned in favour of fresh ones, des'ened to attract 
not only the persons already famil’ar with Government 
securities, but also IJiose, who had not 1 hit he to been in tto 
habit of investing their money. The loai of J9I7 was 
divided into four parts. Firstly, to the man of means 
desiring a semi-permanent investment was ofFc^rp/I « n 
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the loan, but who in justice could not be asked to lock up 
their funds for an indefinite period. To these were offered 
hi per cent, short-term War Bonds 1920 and 1922, issued 
at par, free of income tax, and repayable in August 1920 
and 1922 respectively. In order to bring the Government 
into closer contact with the smaller investor, a post office 
section of the above issues was established, in which special 
facilities were given to the small investor. 
Post Office Cash Certificates, free of income tax, and 
repayable at fixed rates at any time during a five vears’ 
period, weie introduced as a permanent measure to bring 
the Government into relation with those, who had not ' 
thitherto acquned the investment habit. Cash Certificates 
of the eventual value, after five years, of Es. 10, 20, 50 
and 100 were to be sold at post offices for Es. 7-12-0, 16-8-0, 
08-I2-O and 77-8-0 respectively. The holder could cash 
them at any time within the five j^gars, but in order to 
encourage the holding of the certificates for the full time, 
no interest was^to be allowed on withdrawals within the 
first j.ear, while with regard to those in the subsequent 
years, the intere.st was to be allowed on an ascending 
scale. The petty investor eould have purchased the 
Government securities through the post offices in 'small 
instalments, but the advantage of the new selieme was 
tiiat be could invest more directly and simply, and remain 
secure from any fluctuations in tbe value of tbe Govern-’ 
ment securities. In 1918, a long-term loan was not issuerf 
because tbe amount obtained from it in 1917 was 'i^uely 
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ie.s8 tiian tliat from tlie siiort-term bonds^ and as it was 
fhoiiglit tiiat greater response would be obtained by eon- 
eeiitrating upon the latter, tlie main section of the 1918 
loai) consisted of 3, 5, 7, and 10 year War Bonds, bearing 
51 per cent interest, free of income tax, the last two being 
repayable at Rs. 103 and 105 respectively. The post 
office section consisted of the War Bonds, up to a certain 
max im mil limit, and the five year cash certificates. 

The success of these two . war loans surpassed ail 
expectations. In 1917, the 5 per cent loan yielded £ 8.3 
million, the War bonds £ 21.2 million, and the cash certi- 
ficates £ 6 million, in ail a total of £ 35 . 5 million, the 
total number of investors, excluding the purchasers of the 
cash certificates, being 155,103. It was feared that the 
second war loan in 1918 would be less successful, as it 
was believed that the investing public had in the previous, 
yaiv invested almost up to the full limit of their resources 
But the second war loan did even better than the first* 
The main section of the loan yielded £ 34.3 million, andtha 
p(Bt office section £3.7 million, in all a total of £ 38 million, 
the number of subscribers being no less than 227,706. The 
iiiiportance of these figures will be better understood, when 
it is pointed out, that, before the war, the largest rupee loan 
amounted only to £3 million, taken up by 1,172 subscribers. 

The remarkable success of the war loans was due to 
three causes. Firstly, certain merchants and manufacturers 
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were .making large profits as a result of llie war 
conditions, and as it was difficult to find an outlet for the 
accumulated capital, again owing to the war conditions, 
It was mvested in the war loans. 8econ I’y, the appeal 
to the national as well as the imperial patriotism of the 
people by means of a widespread campaign met with a 
remarkable response. But, the most important cause 
was a radical alteration in the loan policy of the Govern- 
ment. Till then the Government loans had been subscribed 
o, only by banks, financial houses and a few large investors, 
the ordinary investor being sc.-red away by all sorts of 
formalities and complications, and no direct efforts 
being made to promote the investing habit. This policy 
■ of maction was abandoned in the case of these two loans. 
In the first place, provincial and local loan committees 
were organised, the co-operation of a host of non-official 
workers was enlisted, and a vigorous and widespread cam-’ 
paign was conducted to get people to subscribe by all 
possible methods. Secondly, all sorts of facilities were 
gmen to the ordinary investor. He was allowed to pur- 
chase the scrip not only at the head-office and branLs 
. of the Pres dency banks and the offices of the Controller 
■ o C™cy, any Accountant-General or Comptroller, 
but also at any Government treasury or sub-treasury or at 
any post-office conducting savings bank business ; he was 

tt r!! “st^Jments; some of the formality 

thitherto obstructing the transfer of Government securities 
were abolished ■ th, post-office investment rules were 
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siinplitiedj aiui the lim’t'iip to- .wlii/li sucli investments 
aecured an exemption from the income tax was raised to 
Rs. 15,030. ' Tliirdiy, for tlia convenience of investors 
III, large business centres, . short-term ' bonds, registered 
as well as bearer, were introduced. Fourthly, to the 
holdei's of the Government securities existing at the time, 
cojiversion facilities were oftered. Fifthly, in order to 
create and promote the investing habit, cash certificates 
were introduced, which were free from fluctuations in 
price, which could be cashed at any time, and which after 
the first year yielded compound interest on an ascending 
scale. Lastly, the amount subscr ibable to the main sections 
of the loans was unlimited, and to prevent the depreciation 
of the securities, a depreciation fund was created by 
annually setting aside a sum equal to 1| per cent of the 
loans and was to be utilised for buying in the securities as 
soon as they fell below the issue price. These are some 
illustrations of the new loan policy, which radically differed 
from the old one. 


These two war loans taught the most valuable lesson 
that poor as the people of India were on the whole, then 
small savings could be attracted by the Government and 
banks for profitable uses, if proper facilities for invest* 
ment were given, if the formalities of the transactions were 
reduced and if the whole procedure was simplified. The 
masses require to be educated in the habit of banking, and 
their ignorance stands in the way of progess in this as ir 



uii-eciions. Jiut tie success of the war loan^ 
showed tiat tieir response was remarkable if tie problem 
was tackled m the right spirit and if their confidence was 
secured by well-conceived schemes. The large number of 
^Jie subscribers to the loans was the most promising featm-e 
for the future for three reasons. Firstly, India’s economic 
advance m the near future will primarily depend upon the 
lull utilisation of her vast natural resom-ces which hitherto, 
have largely been either neglected or exploited by others 
and this will require a veiy^ large outlay of capital both 
by private enterprise and the Government. It has already 
been pointed out that at least for some years, India wil l 
find It difficult to borrow large sums in the London money 
market, and that in this respect she will have to depend 
largely upon her domestic resources. Secnndl,- oi+i,l,„x. 






mill iiiiancial liouses, and wLicIi almost entirely neglected 
: lie requirements of the ordinary or potential investors. 
Tiie stress of the war circumstances led the Government 
TO adopt a more active policy, and the results seemed to 
.show that its earlier adoption would probably have been 
productive of much benefit. It is essential, however that 
the progress in this direction should be accompanied by 
tile imoper development of banking, without which the 
lull advantage of the advance in its new loan policy cannot 
be secured to the Government. 


The war contribution of £ 100 million and the conse- 
quent war loans entailed a large addition to india’s national 
debt. ■ 

INDIA’S NATIONAL DEBT IN t Million. 



Ordinary Debt, 
including 
floiiting debt. 

Productive pulMic 
Hallways Irrigation 

■vvorjks debt 
Total. 

Total 
debt . 

Mardi 10 l.;i 
„ 1914 

„ 1015 

„ 3916 

1017 

Sep. 1018 

25.0 

12.8 

9,2* 

. 9.0t 

7.0+ 

. 50. 4§ 

211.8 
222.0 
233.2 
234.4 
235.7 
239. .1 

37.6 

39.4 
41.1 

42.4 
43.3 
44.0 

249.4 

263.4 

274.3 
276.8 
279.0 

283.3 

274.4 
274,2 

283.5 
285.8 
286.0 

336.5 
370 


i-ioludes i7.3 of temporary loans from the Qc 

t .. £4.3 Eeserve and Gwalior State ^ 

„ £2.9 State. 

ment war loan 1929 47*^f»i: ^ 

"LI.. 
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PUBLIC DEBT HELD iU INDIA AND 
ENGLAND IN £ 


MILLION. 


Yeiif. 
1839-40 
1857-8 . 

1860-61 . 
1879-7 . 

1890-1 , 

1901-2 , 

Sist March 
1902 
1907 

1911 

1912 


In InclU 
82.8 
60.7 

71.9 
83.6 
78.4 

91.9 


In England Tote I 
1*7 34.5 

8-8 69.6 

101.9 

104.4 182.8 

134.3 22l:i 

147.6 234.6 

178.0 270 I 

^78,5 271.8 

Table 26 


See Appendix i. 


The position of India’s national debt at the end of the 
war as compared with those of the national debts of the 
advanced countries appears to be satisfactory.- At the 
end of September 1918 India’s national debt amounted 
to £ 370 million or about £ 1 a per head of the population as 
compared with a total public revenue, central 'and provin- 
cial, of about £ 110 million. Moreover, the revenue from 
that part of the debt, which was expended upon productive 
works, exceeded the interest charges for the total debt by 
33 per cent. However, a closer examination reveals some 
rather unsatisfactory features in the national debt. One 
such feature was that, while by far the larger portion of 

the national debts of the Western countries is held by the 

children of the soil, in the case of India, a large part of the 
debt was held outside the country, and the proportion 
went on increasing before the war, as the following figures 
sliow : 


The ^/owt li o'* (lie sterling pcrtfcn cf i l:e dcfet was me of 
(he causes of ti>e exchange difficulties. The Fowler 
■Currency Committee of 1898 recoir mended that the. 
Govermnont of India should husband the resources at its 
command, exercise economy and restrict the growth of 
its sterling obligations. However, the above table show's 
that between 1902 and 1912 the sterling portion of the debt 
increased by nearly £ 50 million. This increase was largely 
due to the inactive loan policy in India explained above. 
If the numerous measures taken in connection wdth the 
war loans had been carried out a little earlier, the Govern- 
ment in all probability w'oulcl have raised much larger sums 
in India, and consequently it would have had to borrow 
less in England. Dining the war, the national debt in- 
creased considerably, chiefly on account of the contri- 
bufiion of £ 100 million, but as | of the contribution was 
raised in India, the proportion of the rupee debt to the total 
debt has appreciably increased. The disadvantage of a con- 
siderable increase in the debt is thus partially set off by the 
fact that the bulk of the increase is held in the country. The 
proportion of the rupee debt will probably increase in the 
near future, because, as was already pointed out, it will 
be difficult lor some time to borrow large sums in London, 
and a greater reliance will have to be placed upon loans 
floated in India. 

There were also some defects in the methods of floating 
the loans, especially in England, before the war In some 
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f-ases, the market conditions were not fuliy taken into 
account, the most favourable opportunities for borrowin^i 
were allowed to pass by and loans were floated when market 
conditions had become less favourable. Secondly, there 
was sometimes an absence of a comprehensive plan of 
borrowing, and sums were borrowed in a piece-meal fashion 
The fact that it was known that India would continue to 
borrow annually probably tended to keep down the 
ipiotations for the Indian Government securities in the 
London market. Thirdly, unlike colonial loans, most of the 
Indian loans had no definite date for redemption, with the 
result that the Indian securities declined more than the 
colonial. Lastly, during the few years before the war,, 
to overcome the consequences of the above defects, the 
practice of underwriting the loans, raising the rate of interest 
and lowering the issue price was sometimes followed. 
This tended to lower the credit of the Indian Government. 
Most of these defects were pointed out by Mr. Cole, the 
Governor of the Bank of England, in his evidence before 
the Chamberlain Commission 1913. During the war there 
was not much borrowing in Loudon. Soon after the out- 
break of the war, £ 7 million were raised by means of 
India Bills, which, however, were paid off as soon as the 
financial situation showed some improvement. There was 
some borrowing in J91.5-T916, but from 1916-1917 all in- 
ilenting on the home market was completely stopped. There- 
fore, sufficient data are. not available to decide whether 
th?.' '*bpve-mentioned defects have been removed from. 




the Joan policy of tiie Indian Government. However^ 
the large loans in India were floated very systematically. 
They were floated at most opportune times; the rate of 
interest was not higher than the prevailing conditions 
warranted; the bonds had a short duration ; and also the 
loan I929-47 had a deflnite duration ; and a depreciation 
fund was created to prevent the issues from declining in 
price. It is true that the loans increased the depreciation 
of the older Government rupee securities^ which resulted 
from war conditions and the rise in prices, and that the 
considerable depreciation in the value of the securities, 
imposed an appreciable hardship upon those of their 
holders who belonged to the middle classes, and possessed 
very lim ited means. This result, however, was unavoidable 
under the circumstances. It may therefore be concluded, 
that dioririg the war, apart from the question of the I’listi- 
fication of increasing the natiojial debt, the methods by ■ 
which it Teas increased showed a considerable improvement 
upon the pre-war methods. 
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CHAPTER VIIL 
Currency rnd Eicli3iig2 


The currency and exchange problems arishig out ef 

■ tlie war were closely connected wd.li the Ways and Means 

■ position examined. in an earlier chapter under a two- 
fold division of the war period, and they s! ould be examined 
simi!arly,the first d'vis’on extending over W;b-M5 and 1915- 
Ifi and the , S’'’cond over the subsequent years. For here 
also, the factors at work end the d’ificiilt ics resulting i here- 
from were difierent during the two parts o* the ^^ar period, 
and different measures had to be taken to meet the clifficul- 
t*es. The currency and exclmnge proldnns during the first 
part were the outcome of tJie operation of the two forces 
previously explained, r^z, the loss of confidence in the 
financial soundness and stability of the Government of 
India on the part of the ignorant masses and even of some 
literate people, chie y Marw^ari money lenders, who w^ere 

» influenced by a vague and unw’arranted sense of insecurity 
and the dislocation and depression in India ts foreign, 
especially export trade. The first factor gave rise to the 
serious run upon the postal savings banks and to the wide- 
spread demand for the encashment of currency notes, 
which have been fully examined in a previous chapter. 
The general situation was aggravated, and the internal 
credit was seriously prejudiced by the action of many mem- 

:r beis of the Marwari class, which played an important 
in financing the internal trade of the country. Instead 



of conducting tlieir bns'ness as usual, they made liaste to 
turn info eush as inucli of tlieir capital as possible and 
to rc3tiim to tlieir bomcs in Eajpotana, thus considerably 
obstructing llic worldng ci be credit maclrntry of \\liicli 
tlicy forma! an important part. They scianillcd for gold® 
and to resir id- its dissipation ilie Govornment decided not 
to r ^ -e ; old I o a’ }a ec person cr firm tea Itss *• iroi nt t’ i n 
£ ICpOf.Tj I'f'jring tbaxby to distfnpu’sli betrrcniile dcnianc! 
for got I for iviaiitanee purposes and for boarding or internal 
rcjfiirreiTieiiis. The Blarwaris. however, were too astute for 
fc!i3 Gi’/eriniint, anl defeated its pii"pose by clubbing 
togdfier I lieir re<’|U!r€mciits so as to make up the minimuiii 
deniariil for £ IO,OCO . The Government in Ibis vcy lost 
£ 1. 800,000 worth of gold witbin four days, and on bill 
August stopped the issue of gold altcgetbcr to private 
persons. 

The operation of the second factor, rfB the disloea- 
ton of the export trade gave ri-^-e to ibe external aspect of 
the currency problem by w’e.akening the exchange. The 
government had supported exchange during the crisis of 
1907-8 and the Chamberlain Cemmissien on Indian F nance 
and Currency only a few months before the war had 
recommended the maintenance of this policy. The Govern^ 
ment therefore decided to adhere to the policy pursued 
in 1907»8 and improved upon it in seme respects. Firstly, 
it formally undertook to support exchange by all the 
means in its power, at the outset of the crisis, without 
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any loss of time, when the time-factor was vital. Secoiidf 
o carry out the object, it offered for sale sterling bills f 
1-ndon, reverse Council drafts as they were calle: 

lotiee. The Government thus undertook beforehand t 

oT,tn7 Vi' -- 

1907-8 the amount of the sale was determined afres 
just before each weekly sale. Thirdly, the bills were pai 
mLondonie days after the departure of the week! 
mail from Bombay, thus avoiding the uncertainty resultin', 
lom a delay m the ai-rival of the bills by mail steamer 
fourthly, telegraphic transfers were sold so a« to providf 
immediate remittance to London for those requiring ii 
The results of these arrangements were very satisfactocv 
Jomidencc was restored in the commercial community, 
vhich vvas assured of sufficient and continuous remittance 
acihties provided by the vast resources of the Govern- 
nent. The absence of any fear that the Government might 
udaenly reduce the sale of the reverse council bills and 
elegraphic transfers eliminated speculative competition 
ir them, which had been a feature of the sale in 1907-S. 
he applications exceeded the £ 1 million limit of the sale 
nly in the first week. Erom the second week the demand 
radually lessened and when the immediate require- 
lents for remittance were met, the demand fluo- 
uated within moderate limits for some time, then sank 
0; a small amount, and finally in January 1915 
■isappeared altogether. In all, the bills and transfers 
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wem sold to the extent of £ 8*7 million. The amo^^iits 
received from the sale were- credited to the Gold’ 
; " Standard Reserve in India, while the bills and transfers 

J were paid in London out of the Reserve there. Moreoverj 

I in ac3cof dance with the recommendation of the Chamber- 

f lain Commission, £ 4 million of s-lver held in the Reserve 

f in India w- as exchanged for an equivalent amount of gold 

field in the Paper Cirrency Reserve in India. ■ The Gold 
Standard Reserve in India was thus temporarily strength- 
ened to a considerable extent. Exchange again fell in 
June 1915, and the Government supported it as before foj 
the sale of reverse Council bill and telegraphic transfers. 

I The depression, however, was of a comparatively short 

I duration, and continued only till September. It was 

connected in part with the system adopted by the Govern- 
I luent of India of financing the purchase of wheat on 

■ behalf of the Home Government by direct payments in 

India to the firms employed as purchasing agents, as well 
as with the demand for remittance in connection with sub- 
scriptions to the Home war loan. When these transactions 
were completed and renewed trade activity, which normally 
begins in winter, set in. the exchange situation was reversed, 
and finally a strong demand arose for the Secretary of 
State's Council bills for the purposes of trade remittances. 
A part of these bills were cashed out of the Gold 
Standard Reserve in India, while the sums received inpay- 
ment thereof were credited to the Reserve in England,, 
which thus regained its strength. 
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^ must thus be admitted that during the first part 

Sr? 

s reng i. There was no such sudden tumble 
hange, as had been forecasted when the war was 
med, and the stability of the rupee was maintained, 
.essity was felt to resort either to the device of a 

mum as in England, or to the i - - 

mrrency as in France and Germany, 
ions were discharged without 
ireign sources. 


inconvertibility of tlie 
/. Moreover, all 
any special assistance 

This temporary stability of the gold 
itified its supporters, who asserted 

. of their contentions.* 

However, m the first place it should be noted that the 
stability of the system was achieved by means of an arti- 
ficial management on the part of the Government. 
Secondly, It may be pointed out that the rupee was virtually 
lyonvertible into free gold. Thirdly, the stability proved 
ahort-lived, and during the second part of the war period 
exchange left its old moorings and proved a somee of 
■considerable embarrassment, anxiety and loss. 

The second part of the period was characterised by 
highly important events. It witnessed a partial break- 
down of the gold exchange standard system, a progressive 
and abnormal rise in exchange, an unprecedented demand 

lor Sliver coins to fina-nnp TITO VI T... “S* T 
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raeclianism of the Government finance and of trade finance 
also, owing to the intimate dependence ofindian trade on 
the financial machinery of the Government. Thus, the 
difficulties of the Government and trade had two aspects, 
the external one, connected with the rise in exchange, 
and the internal one, relating to the expansion of the 
currency. The causes of these difficulties were alluded to 
in examining the Ways and Means position, and theymay 
now be considered from the point of view of the currency 
and exchange position. It is desirable to consider first the 
external aspect connected with the rise in exchange. Before 
the war, a substantial portion of Indians favourable balance 
of trade e. the excess of the exports of merchandise over 
its imports, took the form of the import of the precious 
metals by private agency and the remainder of the excess ■ 
that of the remittances, which the Secretary of State placed 
at the disposal of the trade through his Council bills, which 
were sold by him to place himself in funds to meet his 
expendit are in England. During the second p art of the war 
iwriod, however, the exports, on the one hand, though 
restricted by freight and exchange difficulties, increased* as 
compared with the level to which they had fallen dm ing the 
first year of the war, because raw materials and partially 
and fully manufactured goods were urgenly needed by the 
•allied countries for the conduct of the war, without much 
consiaeration of their prices, which rose higher and higher, 
and the imports into India declined, on the other hand, 

. as the manufaetui-ing countries of the 'West could export 
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■ f? 3 0 India on account of the concentration of their 
energies andresources upon the war. Consequently. India’s 
favourable balance of trade increased in value The 
. average for 1916-17 and the two subsequent years when 
e currency difficulties were most serious, was £ 60 million 
as againstthe average of £ 63 million for th ^ last three vears 
of thepre-warperiod. Even in normal times, it would not 
have been easy fox India’s customers abroad to meet this 
mcreased balance. But the difficulties were enormously 

increased during the second part of the wax' period, as the 

mxport of gold and silver bullion into India, which was the 
iorm taken before the war by the larger part of the balance, 
was reduced considerably. The export of gold to India 
wa,s not allowed on account of the supposed necessity 
o concentrating the gold reserves of the Empire in its 

interests, and silver became increasingly difficult to obtain 

owing to the keen demand for it,and in July 1917 all private 
imports of silver into India were stopped. The conse- 
quence was that the favourable trade balance took the 
shape of a greater demand for the Secretary of State’s 
Council drafts. The Secretary of State, however, was 
unable to satisfy the demands of trade in this respect for 
two reasons. In the first place, the sale of the Council bills 
which were cashed in India, imposed a heavy strain upon 
the Government of India’s balances, which were being 
depleted by the enormous disbursements exceeding £ 250 
million, which it had to make on behalf of the Home and 
<!olonial Governments and which it recovered in Londor, 
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ThuSj tlie strain upon the rupee balances in India caused by 
the war disbursements diminished the Secretary of State’s 
power of offering Council bills at the very time when the 
demand for them increased. The Secretary of State^ 
therefore, had to limit the sale of Council drafts, and this 
produced an adverse effect upon the export trade. Second- 
ly, the Secretary of State’s financial requirements were 
covered several times over by the recovery of the disburse- 
ments ill India, and consequently there was no need for 
him to sell Council 1 ills, so far as his requirements were 
concerned. Now the rupee exchange means the sterling 
price in London of the command over rupees in India. 
It is the amount of sterling in London to be paid there for 
one rupee in India to be obtained at once by means of tele- 
graphic transfers or after a certain time by means of Council 
bills or the ordinary bills of exchange. As the increase 
in the net liabilities to India i.e. in her balance of trade 
could only to a small extent take the form of the exports 
of the precious metals to her, there was a greater demand 
in London for the right to rupees in India. Its su 
the other hand, was reduced on account of the stric 
to the sale of Council drafts. Consequently the price 
London of the command over rupees in India increased , 
in other words, the rupee-sterling exchange rose. This 
was then the first cause of the rise in exchange. 

The significance of the difference between the pre-war 
and war times as regards the favourable trade 
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Inilia’s Balance of Trade 

14 p?e- 19 war 
war average 
average 


Exports of ■" 

Pierchanclise 
(excess of 
exi')orts over 
imports) ..52 
^et imports of 
treasure and 
funds , , 52 . 

la) Council drafts 28 
(b) Treasure 24 
Balance of trade 
in favour of 
India 

Balance of trade. . 
against Iiidh o. 

council ^clrafts^^ excess of the sale of reverse Council drafts over that of the 

Table 27. 

During the five pre-war years the total excess of the 
exports over the imports of merchandise 
n’allion and took the shape of a net 
cf Council drafts amounting i ' 
import of treasure to the extent of £ 
account, 80 per cent of which was 
five war years the favourable balance of trade came 
o ' 254 million, and took the form of a net import of funds 
amounting to £ 100 milhon, and of a very low import of 
tre..™ of £ 36 o„,. ^po,. 

m . 916-17 vas small, practically ceased during 1918-19 
and did not revive substantially even in 1919-20. The 
comparatively high import in I9I7-I8, chieflv f-om 


31.27 26.44 33.28 
^g-l ~-”l-05*19.46 31.92 
7.2 12.31 6.98 1.36 

23.58 17.84 17.15 30.39 


was about £ 262 
import of funds by means 
to £ 142 million, and of tlie 
- — 120 million on private 
in gold. During tbev 
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Japan and the U. 8. A. was due to the great difficulties of 
securing rupee exchange on account of the limitation of the 
sale of Council bills. The average net imports of gold 
dui-ing the five pre-war years were £ 19 million a year, 
ol which £ 12 million were sovere%ns. In the five war 
years the average came to only £5 and 2 million respec- 
tively. Thus, the annual average import of gold during 
the war was less than its import in any of the twenty-five 
pre-war years excepting famine years. Hence, during 
the war India had to accumulate deferred payments 
abroad, as her foreign customers were not able to export 
treasure to her in part payment for her exports, as they 
used to do before the war. India's demands for the 
precious metals during the war were not unreasonable 
as compared with the pre-war standards, because, while 
her absorption of gold, silver and rupees during 1909-U 

MU 19 crores only during 

■ A M. During the five pre-war years 80 per cent of the 

xtent than silver, was employed in meeting the trade 
M ance. During the war, however, India was pra'cti. 
ca y starved of gold, although certain countries were' 
alio wee to import large quantities of gold. It was shown 
« table 23 that, while certain countries with a total 
population of 170 million imported gold worth £460 million 
c ming t ,e war, India, with a population nearly twich 
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The second cause of the rise in exchange may now be 
eonsidered. The war disbuiscments in India, recovered 
m London, continuously transferred enoi mous funds belong- 
ing to the Government of India from India to England^ 
and the question was how to bring them back, so as to 
replenish the I a’anees. wl i ..h were being depleted on account 
of the strain imposed upon them by the w^ar disbursements 
and the encashment of Council drafts. The import of gold 
W'as considered prejudicial to the interests of the Empire. 
The earmarking of gold in London, and the issue of currency 
notes against it in India w^as also thought to be opposed 
to the interests of the Empii*e. The only course left open 
to the Government was to import s iver on its own account, 
to com it into rupees so as to prevent its balances from 
remaining below the minimum necessary for safety, and 
to ward off the threatened inconvertibility of the note 
issue. Large purchases of silver thus became necessary 
at a time when the world's production of silver, especially 
in Mexico, had fallen off, as shown in the report on the 
World s Production of Silver by Professors Carpenter 
and Callis, the stocks were very low, and the competition 
lor it was very keen. The Secretary of State removed all 
private cempetition, so far a: India was concerned, by 
prohibiting the import of silver into India on private 
account. But he could not remove the competition of 
some other countries, where also the economic situation 
required an increase in the silver currency. The result 
was that the gold price of silver began to advance, subject 
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to some fluctuations, rather siowly and steadily, at first, 
but somewhat rapidly afterwards. The sterling' price of 
silver rose much more rapidly after the middle of 1919 * 
on account of the depreciation of the doliar-sterlkg 
exchange, resulting from the removal of the Govern- 
ment .support. This continuous advance entailed a pro- 
gressive raising of the exchange value of the rupee, on the 

basis of the rates at which the Secretary of State sold his 
Council clrad.s, until at la.st it was raised from Is 4id in 
Augu.st 19;7 to 2s. 4d., in December 1919 per rupee, an 
advance of nearly Is. per rupee in a little more than two 
years. Ihe reason for this rise was that as the sterling 
price oi sJver rose higher and higher, the bullion value 
of the rupee exceeded its legal value after certain intervals, 

and the Government acted upon the principle that it could 

not supp y large c,uantities of new rupees at a substantial 
loss, which would have resulted from the maintenance of 
the sterling value of the rupee at its old level. Moreover 
the legal value of the rupee had been maintained at its 
old level m spite of the rise in the price of silver, it would 
have become profitable to melt and export rupees. * It 
IS true that the Government made it a legal offence to 
melt or export rupees, but while such prohibitions mioLt 
prove useful to some extent as temporary devices they 
could not have acted as permanent checks upon the demand 
for rupee currency for melting and exporting purposed 
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•;of the producers' of other countries, when the demand for 
Indians staple products was large and unsatisfied, and 
when, on account of the shortage of tonnage, exporters 
were able to export all the goods for which shipping could be 
secured. Secondly, although exporters might be receiving 
somewhat lower rupee prices than they would otherwise 
have done, owing to the rise in exchange, the actual rupee 
prices obtained by them were materially higher than the 
pre-war prices. And thirdly, India was not the only 
country affected by exchange difficulties. Most countries 
of the world experienced similar difficulties, and in some of 
them, especially in France and Italy, exchanges diverged 
more from the normal than in India, and in addition w^^re 
subjected to indefinite fluctuations. It must be admitted 
that there was much truth in the first arginnent during the 
continuance of the war. But with the cessation of the bos- 
tilitles and the gradual re-establishment of normal condi- 
tions, the competition of other producing corntries 
with India has revived, and at the same time India’s 
exchange difficulties, far from diminishing have rituallj 
increased. India has keen competitors in the export 
of all her products with the exception of jute, and since 
the revival oTtjompetition, the rise and fluctuations in ex- 
change have been materially handicapping her in her com- 
petition with the other producing countries. With 
regard to the second argument it should be no^ed that the 
mere fact that the exporters obtained higher prices than 
those ruling before the war did not necessarily show that 
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the Increase in tlie demand for their products benefitted 
fcliem. For, owing to the general rise in prices in India, their 
expenses of production and the cost of living substantially 
increased, and unless it can be proved that the prices obtam« 
ed by the exporters for their products were suhs' antially 
higher than the increase in their expenses of production 
and living, it doe'^J not follow that they benefitted materially 
from the greater demand for their products. lasiljj 
It is not possible to ccmpaie India ^s exchange troubles 
with those of other countries such as France and Italy, 
because the conditions were so different and there was 
no common basis for cempanVen. The ether ccunlries 
had to import ccmmcditics for the conduct of the war 
without an y ccnsicieiatVn cf their prices and quantities, 
or of their elTcct rpen the balance of trade and the fcre'gn 
exchanges, because their very national existence was at 
state. With them the problem was one of an adverse 
balance of trade and a depreciation in the fore’gn 
exchanges.* The position in India was the reverse, and 

im. 4he^-^way.. of .. India’s 
efforts to assist the , prosecuticn of the war, by exportihg 
as much war materiai as possible. 

The actual movements of exchane may no w be briefly 
explained. The weakness in exchange from August 1914 
to January 1915 and again from June to Sep ember 1915, 

Secretariat 
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.and tlie sale of reverse Council drafts liave aireadj been 
explained. The demand for Council drafts recommenced 
from September 19X5 and continued moderate till the end 
•of Januai}?- 1916. The demand became strong during 
February and March, and a large amount of Council 
bills was sold. Thereafter the demand became more 
moderate till the end of October 1916, when the period 
of trade activity began, the demand for Council drafts 
assumed an extraordinary strength and the weekly sale of 
drafts averaged over £ 2 milion. The rupee balances in 
India, however, sank so low that the continuance of the 
sale of the drafts on such a large scale would have involved 
the danger of falling short of rupees for the redemption of 
currency notes, and of having to declare them inconverti- 
ble. Therefore, from the beginning of 1917 the Secretary 
of State restricted his weekly sale of the drafts, the weekly 
ainount, which varied between Es. 120 and 30 lakhs, being 
fixed from time to time on a consideration of the rupee 
balances in India. This limitation of the sale of the Council 
'drafts at a time when the demand for them was very strong 
Cn account of the deficiency of the alternative methods of 
remittances to India, resulted in a divergence between the 
market rate of exchange and the rate at which the drafts 
were sold. It also became clear that the available remit- 
tances might be inadequate for financing the entire 
export trade, and that therefore the exports urgently 
required for war purposes might be adversely affected. 
Hence, from January 1917 the sale of the Council drafts 


ms confined to certain exchange banks and firms, at a 
fixed rate, on the condition that they must transact business 
"with third parties at prescribed rates and apply their funds 
chiefly to financing exports for war purposes. Moreover, 
in order to induce the exchange banks to buy export 
bills in India in excess of their purchases of exchange 
in London, the Secretary of State promised to sell them, 
•within a year after the cessation of hostilities, Council 
drafts to the amount of their overbuying in India, at tie 
rate at which it had been done, and thus effectively 
insured them against the risk of a loss in the re-transfer of 
the .funds to India later, owing to a rise in exchange. This 
Government control differed radically from the pre-war 
system of a free and unlimited sale of the drafts, but it 
achieved the objects aimed at, namely the provision of 
adequate finance for war exports, and the maintenance of 
the market rate of exchange near the rate of the drafts. 
After the cessation of hostilities, this control gradually 
disappeared, the overbuying guarantee was terminated, 
and from September 1919 the pre-war system was resume 
so far as the sale of the drafts by open competitive 
tenders, subject to a minimum rate, was concerned. The 
amount of the drafts offered weekly, however, continued to 
be fixed on a consideration of the resources in India and 
the intensity of the trade demand. 

Erom the beginning of 1916, however, the. price of silver 
began to break away from its pre-war level of about 26d. 
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pef ' standard ounce, and as it rose, excliange also broke 
away from its normal level of . Is. 4d. per rupee, ; and climb- ' 
ed after it. In the early part of 1917 the demand for 
remittances was so heavy that the rate of Is, 5d. per rupee 
was quoted. The Exchange banks endeavoured to fix the 
rate by an agreement, but failed. Thereupon the Secre' ary 
of State, as explained above, succeeded in making arrarge* 
ments with them by which they agreed to base their trans- 
actions on the rate of Is. 4 , d. This rate remained in force 
till the end of August 1917, when it had to be raised to 
Is. 5d. on account of a further rise in the price of s Iver. 
In September 1.917 the U. S. A. Government established 
control over the trade in silver by prohibiting its export 
except under license. This control somewhat checked 
the tendency of the price of silver to rise. In April 1918 
the rate was further raised to Is. fid. but the position was 
stabilised for some time by the purchase of American 
silver .. The reserve of the American silver had been held 
at the rate of 1 dollar per ounce and that rate determined 
the price at which the U. 8. A. Government sold the 
silver to the Government of India, which agreed not to 
purchase any silver at a higher price so long as the Pittman 
Act remained in force . About October 1918 a new 
problem arose. The monsoon failed over large parts of 
India, the exports fell off , especially on account of the 
stoppage of wheat exports, and the demand for remittance 
quickened and considerably exceeded the supply of export 
bills, which had fallen off. The sale of the Council drafts 
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was stopped to remedy the weakness in exchange, but this 
dk! not suffice, and the mh of reverse Council drafts became 
necessary. The problem concerned the rate at which the 
reverse drafts should be sold. In pre-war times, when the 
intrinsic value of the rupee was less than Is. 4d the problem 
was simple, and the reverse drafts could be sold promptly,, 
on the appearance of weakness in exchange, at the rate of 
(s. But, in the conditions brought about 

by the war the problem was difficult. The Government* 
however, ultima, ely decided to mamtain the stability of 
exchange at the rate then exist ng and began to sell imme- 
diate and deferred reverse telegraphic transf rs at the rate 
of Is. 5p,.]d. and Is. 0.yd. respectively. This decision 
of selling reverse drafts about the rate of exchange 
prevailing at the time of the sale was adhered to with the 
subsequent increases in the rate. In ay 19X9, the U. S. A. 
and Home Governments withdrew the control over the 
silver mi^rket, and after that date, mainly owing to the 
exceptional demands from China, the price of silver 
advanced rapidly, and in the middle of December stood at 
T8d. per standard ounce* The other cause, mentioned 
above, of this enormous rise in the price of silver in the 
London market viz. the depreciation of the dollar-sterling 
exchange became also operative. Daring the war the 
British and American Governments supported the sterling 
exchange on the U, S.A. at $ 4. 76 to the pound sterling* 
This support was withdrawn in March 1919 and after that 
date ‘ the dollar-sterling exchange declined heav ly against 


London. As the U. S. A. is the main source of the world’s 
supply of silver, most of the payments for the metal must 
ultimately be made in that country. Hence the sterling 
price of silver takes account of the condition of the dollar- 
sterling exchange, and any rise or fall in that exchange 
afiects the price of silver in the London market. Thus, 
a fail in the London-New York exchange has the efiect 
of raising the sterling price of silver in London, although 
its gold price as measured in dollars may remain unchanged. 
Along with this rapid rise in the sterling price of silver, 
the rate of exchange also climbed up with the same rapidity. 
In may 1919 the rate was raised to Is. 8d., in August 
to Is. lOd., in September to 2s,, in November to 2s. 2d. 
and in December 1919 to 2s. 4d., when the report of the 
Smith Currency Committee was issued . The rapidity of 
the advance in the rate was staggering, as within 8 months 
the rate rose from Is. 6d. to 2s, 4d. and dislocated the 
export trade. 

Attention may now be turned to the internal aspect of 
the-currency and exchange difficulties, which was intimately 
■connected with the external aspect, which has been so far 
■explained. The huge war disbursements on behalf of the 
Home Government grew larger with the progress of the 
war, and necessitated the issue of large amounts of currency. 
The recovery of the disbursements covered the require- 
ments of the Secretary of State several times over, and 
rendered it unnecessary for him to sell Council drafts, so 
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far as liis requirements were concerned. But, as seen 
above, be bad to sell tbein in large amounts for trade pur- 
poses and tbe encashment of the drafts in India also nece 
■ssitated tbe issue of currency in'large amounts. It was seen 
in tbe chapter on Ways and Means bow enormous tbe total 
cKsbursements of tbe Government of India became. They 
were made to some extent out of tbe revenues and tbe pro- 
ceeds of tbe war loans, but to a far larger extent by putting 
into circulation some gold and large volumes of silver and 
paper currency, and by tbe creation of credit. This 
was the main cause of tbe continuous upward movement of 
prices in India to be examined later. Tbe disbursements 
could be made out of tbe revenues and the proceeds of the 
war loans to a limited extent only, and therefore a large part 
of tbe disbursements could be made only in three ways, 
by tbe issue of rupees, gold and notes. The Government 
did issue gold coin and bullion at those times when tbe 
strain upon the rupee balances became specially severe. 
But tbe issue gave little relief, because the Government bad 
no large stocks of gold, the import of gold was considered 
prejudicial to the interests of the Empire, and whatever 
issue was resorted to, was made in- a piecemeal and balf- 
liearted fashion, with tbe result that tbe premium upon gold 
immediately drove gold coin out of circulation. Under tbe 
currency policy pursued by tbe Government, the issue of 
gold coin was an emergency ration rather than a currency 
medium, and could not be otherwise. The issue of notes 
was resorted to as far as possible, even much beyond the 
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limits of prudence. But, there were obviously cieimit© 
limits to the issue of notes, especially in India. The issue 
was chiefly limited in two ways. Firstly, it depended largely 
upon the extent to which the supplier of goods or services 
was prepared to accept them. The supplier in the country 
districts was generally not very willing to acccept notes, 
and became especially unwilling to do so %vlicn they went 
to a discount. Secondly, the Government had to endeavour 
to keep an adequate metallic reserve to enable it to cash 
them on demand. Any efert on a large scale to force notes 
upon the public vrouid have shaken its confidence in 
Government credit, and would have resulted in a serious de- 
preciation of the notes and inflation of prices. The Govern- 
ment as a matter of 'act, did overstep the limits -in a 
substantial degree. As will be seen presently, the metallic 
backing of the notes became inadequate, the facilities 
for their redemption had to be curtailed, they went to a 
discount, and in some cases their issue practically 
amounted to a compulsion to accept them. Hov/ever, the 
passing of these limits beyond a certain degree would 
have produced a catastrophe, and therefore the Govern- 
ment could not go beyond a certain point in the issue of 
notes, without incurring grave dangers. 


Thus, in making the huge disbursements, the issue 
of gold gave little relief, and the issue of notes could not 
be resorted to beyond a certain point, without inviting a 
financial breakdown. It therefore becomes evident that, the 
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only course for thi Gov'ern’n^'it wisto issue rupees m im- 
mense quantities. The pressure of the enormous dishurse- 
mouts fell very largely upon the rupee balances, wh eh were 
being coiutantly depleted. If these balances had fallen 
below a certain minimum, the inconvertibility of the note 
iffiue would liave been inevitable, and the whole financial 
structure of the country would have felt its ha mful efiocts. 
It was (essential for the Government, therefore, to go oa 
purchasing large quantities of silver, coining them into 
rupees, and replenishing the constantly dimmishmg 
balances, so as to keep them up at the minimum consistent 
witii safety, and to ward off the threatened inconvertibility 
of the note issue. The Secretary of State with the resources 
transferred from India to England, by means of the recover, 
ies of the war disbursements, endeavoured to purchase 
as much silver as possible. But. as explained above, the 

circumstances were very unfavourable. However, m spite 

of the difficulties, the Secretary of State succeeded m 
purcliasing and remitting to Ind*a large quantities of silver 
from 1916-17, as shown by the following figures : 

WorW’si»r«iiittsti0iiofSBver, Its net Imports stud price in ionddn. 

Pn-wrr Itvi4- 1)15* 1916- 19.17- 1918- 1919- 


Price of silver , . . re 

(ponce per oim ’e in 

Lon Itm) . . 1 TT o fc 

^ laciiKles imports iroin the U . S. A. 


under the PifctmTn Act- 


TaWe 23. 


These large importSs however, did not suffice to meet 
the needs of the Government of India which had. to pass- 
through a silver crisis in 1918, when its rupee balances sank 
very low, and had it not been for the timely assistance 
of the U. S. A. Government, which sold large amounts of 
silver out of its reserve to the Government of India, the 
inconvertibility of the note issue could not have beert 
avoided, and a serious financial crisis would, in all probabili- 
ty,have followed. Therefore the position of the Government 
balances and the strain imposed upon them by the enor- 
mous disbursements may now be examined. 

At the outbreak of the war, the Government held 
a very large stock of rupees amounting to about Ks. 40 
crores, and after the declaration of the war the issue of gold 
was stopped, and the reserve of £ 10 million of sovereigns- 
was conserved for future necessities. During the 
early part of the war, it was unnecessary to increase this- 
large stock of rupees at the cost of the^overnment gold 
reserve in London, and it would have been unsafe to do so, 
because the real danger lay in the possibilities of a weak- 
ness in exchange, and the future needs for disbursements- 
oould not have been foreseen and provided for. About 
January 1916 the sale of Council drafts became large, 
but the rupee balances were still exceptionally strong, 
and no strain was felt by the balances, until the slack 
season reduced the sale of Council drafts. The Govern- 
ment, however, perceived the shadows of the coming events- 


and in February 1916 pointed to the Secretary of State 
the desirability of his resuming the purchases of silver. 
The purchases then began, and continued on a large scale 
in spite of the rise in the price of silver. During the busy 
season of 1916-17 the sale of Council drafts became very 
large and the strain upon the balances became very consi- 
derable, as will be seen from the fact that during 1916-17 
the net issues of rupees to the public amounted to no less 
than Es. 35 crores. However, large quantities of silve 
were purchased and coined, the balances were replenished 
to some extent, and a silver crisis was avoided, thoughr 
not without some difficulty. 

The silver position, however, became very grave during 
the busy season of 1917-18. The net issues of metallic 
currency to the public from the commencement of the 
financial year 1916-17 to the end of February 1918 including 
8 crores { over £ 5 million) 'of sovereigns, reached the 
tremendous figure of Es. 67 crores. The Secretary of 
State continued to purchase as much silver as possible, 
but the circumstances already explained made it impossible 
for him to obtain more than a limited quantity in the open 
market. The rupee balances sank lower and lower, and 
were brought down to under 10|- crores by the end of March 
1918. To add to these difficulties the news of the reverses 
sustained by the Allied armies in Europe brought a run upon 
the paper currency offices. Every ounce of silver that 
could be got hold of was poured into the mints, and the 


thin flow of rupees was supplemented by an issue of sove- 
reigns and gold mohurs. These measures, however, gave 
no relief, by the end of the first week in June the rupee 
balances dwindled to insignificance, amounting to little 
more than four crores, and the convertibility of the note 
issue hung in the balance. The complete suspension of 
rupee payments in a population of which 94 per cent was 
illiterate, at a time when the military situation was critical 
IB Europe, would have been most disastrous ror the credit 
of the Government , and would have given a serious set- 
back to India’s war efforts. 

In its hour of need, the Government of India turned 
to the U. S. A. the great storehouse of silver. In February 
1918 Lord Eeading, the British Ambassador at Washing- 
ton, assisted by Sir James Brunyate, formerly Financial 
Secretary to the Government of India, represented to the 
Gove nment of the U. S. A. the serious set-back which 
India’s war efforts would receive from the su'^pension of 
specie payments, and appealed for assistance. The U. S- 
A. Government had been anxious about the payments in 
silver for their heavy purchases in India, and sold to the 
Government of India 8 million ounces of s'lver which 
helped to turn the tide. Far greater relief, however, was 
essential, and the U. S. A. government turned to the huge 
reserves of dollars held by it against its silver certificates. 
The Congress therefore pas sed the Pittman Act as a war 
measure of national importance, by which the Government 
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was authorised to withdraw the silver certificates 
and to borrow from the treasury the larger portion 
of its dollar reserve. India was to receive 200 million 
out of 270 million fine ounces to be obtained by melting 
down 350 million dollar?. However, the solution of the 
problem regarding the price, which the Government of 
India should pay, proved difficult. Its representatives 
were unwilling to pay more than 85 cents per ounce, the 
price at which the arnral piediicticn cf the country 
could have been acquired. Many members of Congress, 
especially those belonging to silver-producing states, de- 
manded that the old ratio value of $1 .29 per ounce should 
hold good. At last a compromise was arrived at, and 
it was decided to fix the price at a dollar per fine ounce, 
together with 1| cent for mint charges, the U. S. A. 
Government thus receiving $ 1 . 015 per fine ounce. 

The news in India about the middle of April that the 
U. S. A. Government was arranging to help the Govern* 
ment of India relieved anxiety. By the beginnmg of July 
large consignments of silver under the littman Act began 
to reach India, the rupee balances began to improve, and 
by the end of September they rose to 12| crores. With 
the advent of the busy season, however, the issue of rnpe^®^’ 
exceeded the coinage, and by the end of November the 
rupee balances fell to 8 ^ crores. But special measures 
were taken to increase the mmtsVproduction, and a system 
of double shifts %vas in reduced with the result that towar-c- 
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the end of February 1919 the rupee balances stood at 13 - 
crores. In 1919”20the issue of rupees in the busy seasoi:^ 
was substantially smaller, the output of the mints was 
large, there was no currency crisis, and at the end of 
February 1920 the rupee balances amounted to 14J- crores... 

Attention may now be directed to the part played by 
gold. The Fowler Currency Committee of 1898 recom- 
mended the establishment of a gold standard, with a gold 
currency and a gold mint in India. The Grovernment of 
India at first endeavoured to carry out these recommenda- 
tions, but meeting with the opposition of the Secretary 
of State and the English Treasury, it abandoned the efforts, 
and developed a gold-exchange standard, without a gold 
currency and a gold mint. Indian economists held that in 
India’s interests the recommendations of the Fowler Com- 
mittee should be carried out. The Government, however, 
expressed the opinion that the gold-exchange standard 
was the best for the country, that the circulation of gold 
would be wasteful, and that a gold mint was unnecessary- 
Th^ Chamberlain Commission of 1913 gave its support to 
this policy. Before the war, therefore, the Government 
had fully committed itself to the policy of the continuance 
of the gold-exchange standard under which rupees and notes, 
were the media of circulation, and the Government under- 
took the responsibility of converting this internal currency 
into international currency, namely gold and vice vena 
at a stable rate of exchange for the purpose of international 


payments. Tlie circulation of gold was checked as far as 
possible, on the ground that it was wasteful, and hence 
a gold mint was not required. The stress of war condi- 
tions, however, involved a twofold breakdown of the- 
gold-exchange standard, and revealed the weakness of 
this policy. On the one hand, the Government could not 
fulfil its admitted responsibility of converting the internal 
currency into international currency and mce versa for 
international payments at a stable rate of exchange. On. 
the other hand, it could not deal adequately with the- 
problems of internal currency, there was a serious silver- 
crisis of which neither the Government nor the Chamberlain 
Commission dreamt before the war, and the position would 
have become untenable but for the timely assistance of the 
U. S. A. The Government, therefore, turned to carry out 
the recommendations of the Fowler Committee, which it 
had rejected before the war, and which Indian economists, 
had supported in vain. 

In the early part of the war, the pre-war policy of taking, 
measures to economise the issue of gold was continued. 
At the beginning of the war, as explained before, the issue 
of gold to private persons or firms was stopped. From. 
June 1917 all imports of gold- on private account were 
acquired by the Government under the Gold Import Ordi.. 
nance, later converted into an Act, and were added to the 
Paper Currency Reserve, an equivalent amount of notes 
being issued to the importers. Again in 1917-18 under 
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an agibemeiit betwen the Indian, Home and Japanese 
Governments, the Government of Indiareceived a part of 
the gold from the Indian and South African nines which 
had been stored in Bombay to avoid the submar ne danger, 
and which belonged to the Bant of England, placed it m 
the Paper Currency Eeserve, and issued an equivalent 
amount of notes to the representatives of the Japanese 
Government in Ind'a. But, when the rupee balance? 
be-an to be unduly str ined, the Government of India had 
to'abandon its general policy of discouraging the circula- 
tion of gold, and endeavoured to relieve the strain on the 
rupee balances during 1917 and 1918 by issuing sovereigns, 

sellin® "Old bullion and taking steps for the establishment 
of a gjld mint, as a laige portion of the gold acquired under 
the Gold Import Ordinance and Act consisted of foreign 
coins and bars, and therefore could not be used for cuixency 
uuTposes. Sovereigns were issued chiefly m Noitbein 
IndL for the purchase of wheat and other agricultura 
products. Most of the goldhullion that was sold came frorn 

tt, port™ of the «■»* “ 

in' Bombay on bolalf ol the Bank of England, .a.- 

paid for it from the Eeserve in London. The negotiations 
L a permission to open a gold mint in Bombay as a branch 
of the Eoyal Mint for the coinage of sovereigns were long 

drawn out The British Treasury had opposed the proposal 

before the war, and even in the altered circumstances was 

not very favourable to it. Many difficnlties bad to be 
overcome, but tbe Government of India could not wait. 
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Thereforo, it resorted to the temporary expedient of getting 
some of its gold coined into sovereigns in Australia on 
its behalf. An Act was passed in 1917, which was to 
continue for six months after the end of the war, and which 
provided that a pa .-t of the Paper Currency Eeserve might 
be held in any part of the British Empire or in transit there- 
from. This arrangement, however, proved troublesome, 
expensive and yet inadequate. Therefore, another tem- 
porary measure was take i* A distinctive I ndian gold com 

of the value of 15 rupees, the Mohur, w’as coined under 

an ordinance passed in June 1918 and later converted into 
ao Act which was to co itinue in force for six months after 
the end of the war. The weight, hneness and size of the 
Mohur corresponded exactly with those of the sovereign. 
The only difference between the two coins was with regard 
to the designs which they bore. At last, all the difficulties 
in the way of the establ shmeiit of a branch of the Royal 
Mint in Bombay were overcome, sovereigns began to be 
coined from August 1918, and the further coinage of mohiirs 
was stopped. The Royal proclamation establishing it did 
not mention any time limit, and in April 1919 the b anch 
was closed, and the coinage of gold w^as suspended, on the 
ground of the difficulties in obtaining the necessary staff. 
All these devices for relieving the strain on the rupee 
balances and the straits to which the Government was 
reduced in achieving this obiect.. showed the inability of 
the gold exchange standard to withstand the strain of 
difficult times, at least so far as India was concerned. 



The sovereigns issued by the wovernmenT) unmeuiaueiy 
passed out of circulation. Nothing better could have 
been expected under the circumstances. The use of gold 
was bound up with the religious and social customs of 
-the people, which could not be altered by anymumber of 
•ordinances and acts. Yet during the war the country 
was almost starved of the yellow metal. Consequently, 
gold was at a considerable premium, and sovereigns became 
simply commodities, and not currency. Moreover during 
the war sovereigns were issued in a piecemeal fashion, 
without any definite and consistent policy, at those times 
when the apprehensions of the illiterate people had been 
•arousedbythe inability of the Government to meet the 
■demand for rupees. Lastly, it should be pointed out that 
the absorption of gold coin and bullion during the war was 
•far less than before the war. The following figures bring 


Absorpiien of gold coin and butlion in India In £ ntliilon. 




Although dealings in sovereigns above ttieir iace vame 
were prohibited from August 1 918, the internal price of gold 
advanced, until in August T 91 9 it stood at Es. 32 annas 12 
per tola, on account of the absence of any substantial addi- 
tions to the stocks of gold held by the public in India. 
In order to reduce this internal premium on gold and to 
pave the way to a return to a.free roll market, the Govern- 
ment began, from August 1919, fortnightly sales of a part of 
the ''Old acquired directly and through private importers, 
from England, Australia and the U. S. A., after the resto- 
ration of freedom to the maikets for South African, 
Australian and American gold, in the middle of 1919. 
The sales were continued til August 1920, and brought 
down the price of gold to E.s. 20 per tola, but when the 
ot-Annoil the ntice aaain firmed up, and stood at 


The absorption of gold and .silver com ana uumou 
during the war gave rise to considerable adverse criticism 
on the part of some Western writers, who as.scrted that 
during the war India fully maiutained its pre-war repu- 
tation for being, from the birth of international commerce, 
the receptacle or sink for the precious metals of the civi- 
lised world. Now, it must he admitted that before the 
war the absorption of the precious metals was considerable. 
This cannot be denied in the face of the facts that during 
ti*. . last twenty-five years the net imports of gold have 
been eaual to the world’s production for two ycar.s, and 


ihili liurmg liic fiame period the impoits of silver both on 
private and Government account have taken up the world’s 
production for eight years. But, it is unfair to compare 
India whh a 3 iy of the Western countries in this respect, 
because the circumstances of the former are peculiar. If 
they are taken into account, India’s so-called folly in the 
absorption of tlie precious metals will appear to be far less 
than it is usually made out to be. In the first place as Mr. 
SliiiTas points out, India has 15 times the area and 7 times 
the population of the British Isles. To cover this vast 
area and to meet the needs of this vast population large 
amounts of currency are naturally needed. Secondly, 
tlie means of communication in India are far less developed 
than in any western coxmtry. Therefore, the velocity of 
the circulation of its currency is much slower, and conse- 
f(uently niucli larger ciuantities of currency are required. 
Thirdly, it should be remembered that 94 per cent of the 
population is totally illiterate as compared with 1.6 per 
cent in Scotland, 1.8 per cent in England and W*aies, 
and 17.4 per < ent in Ireland- As mentioned above, the 
social and religious customs of the people are bound up 
with the use of the precious metals, and they ca*n. 
he altered only by the solvent of education and not 
by any iiumber of decrees. Fourthly, India suffers from 
Ihealjiiost complete lack of a banking system. Thus, the 
('ountry, although possessing 15 times the area and7tim.es 
the population of the British Isles, has only 93 per cent of 
fliC number of Banks, 4 per cent of the number of branches 


306 



* See SHrras, Indian Finance and Banking, p. 10. 


and 6 per cent of tlie deposits, in the Britisli Isles./'' 
Evexy one living outside towns is his own hanker, and 
whereas ' § of the people in Exigland and Wales 
live in towns, in India | of the people live in the country. 
Added to tins, the economic instability of tlic coimtr\^ 
owing to its almost entire dependence upon agriculture 
and the vagaries of the monsoon renders it necessary for 
the people to save against recurring periods of scarcity, 
and in the absence of a banking system, the saving can 
take the form of hoarding only. If the head of each 
houselioid hides away only t'wo rupees per annum per 
xueniber, this 'would mean a hoarding of about 63 crores 
of rupees every year. 

During wnar time the operation of these normal factors 
w'as supplexnented by that of fresh and peculiar ones* 
In the first place, there was the most important facto.r 
in the shape of the huge disbursements of the Government 
of India, the effect of wdiich has been already examinech 
Secondly, owing to the contraction of imports, the currency 
distributed in the country districts for the purchase of 
produce flowed back to the commercial centres to pay 
for the imports in much less quantities than in pre-war 
times. Thirdly, owing to the serious reduction of the 
import of gold and silver on private account till June 1917, 
and its prohibition thereafter, the precious metals necessary 
for ornaments were found by melting down coins. Lastly, 
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l!i*‘ ff. i-i'ecialioTi of the paper cuiTeiicy in tiio coimtiy 
(iisiriclv^ made people more eager to obtain and keep 
liietallie eurrenej. However, in spite of all these factors, 
India's absorptioji of gold and silve coin and bullion, 
i-aine to Es. 165 crorcs during 1914-19 as compared with 
,11s.. 224, cr ores, in 1909-14.- 

1'ho fievelopment of paper currency may now be 
(\xa.mined. As explained before, the dislocation of 
trade, the loss of confidence and the panic resulting 
irora the outbreak of the war brought about a run on 
tlie currency offices for the redemption of notes. However, 
the (Jovernnient soon restored public confidence by cashing 
freely tlie notes presented, and even increased the facilities 
lor encaslmieiit. The Chamberlain Commission had 
pointed out tlie possibilities of a rapid expansion of the 
circulation ol n(des by means of increasing the facilities 
for their conversion into rupees, and had recommended, 
that the. Government should increase, whenever possible, 
tlie number of places at which notes could be redeemed as 
of right, as well as the extra-legal facilities for encashment,. 
Therefore, after the restoration of public confidence 
the. Government revised its rules and regulations relating 
to the issue and encashment of notes at its treasuries, 
and laid down that every endeavour should be ma^fie to 
meet the requirements of the payee regarding the form 
of currency which he wanted, and that all applications 
for the exchange of coin for notes or vice versa should 



ordinarily be met. Measures were taken to seonre Tune 
convertibility of notes not merely at currency offices, 
but also at district treasuries and at many of tlie branches 
of the Presidency banks. These facilities were made 
real and efiective by suitable arrangements for the 
sijpply of the necessary coin. The result was a phenomena [ 
expansion of paper currency, wffiich created a fresh record 
every year. The following figures show that the gross 


1912 
1013 
10 M 

1915 

1916 

1017 

1018 
1010 
1020 


likely to be used in the country districts tor a long tiime to 
come, a steady increase in the circulation of notes is very- 
desirable. Therefore, the exjiansion of paper currency 
as shown above was satisfactory so long as it was voluntary ^ 
backed by adec|uate metallic reserves, and freely convertible 
at its face value. But nothing is so dangerous as to force 
the pace of its expansion. This was what happened 
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ia India from J.917 onwards, altliougii she sinned against 
the light to a less extent than most other countries did. 
From that time hex* circulation of notes began to be inflated 
and became unhealthy. By that time, the Government 
had to make heavy military payments and other war 
disbuivsements, gold was unobtainable, silver was obtainable 
in limited quantities only, the rupee balances had become 
overstrained, the absorption of the precious metals had 
increased. The result was that the Government began the 
process of meeting a part of the expenses of the war by 
})r()ducmg currency by means of the printing press. An 
oificial publication describes it as “a very rapid expansion 
ill the country's readiness and capacity to utilise paper 
money In the first place, the circulation of notes ceased 
to be voluntary. The movement of the crops was now 
financed by means of notes instead of rupees, as had been 
the system thitherto. The cultivator had either to 
accept notes in payment of his produce or to allow it 
to rot in his fields. The Finance Member admitted that 
this process was not voluntary. Secondly, the facilities 
given in 1915 for the free encashment of notes in the district 
treasuries and branches of the Piesidency banks were 
withdrawn. The rujiee balances were concentrated in the 
head currency offices, where the redemption of notes was 
compelled by law, and to prevent the balances in these 
offices from being drawn out, the booking of specie by 

Statement exhibiting the Moral and Material Progress of 
India IDIO p. 37, 



rail and steamer and the transmission ot it by post was 
made a legal offence. The notes thus became inconvertibic 
except in the three Presidency towns. Later, in January 
1919 even at the currency offices the daily issues oi 
rupees to single tenderers of notes were limited to a figure 
which satisfied large demands only in part and only Siua.ll 
demands as a rule in Ml, The usual consequences, namely 
the depreciation in the value of the notes followed. They 
could not be converted into rupees without an ap]>reciabie 
discount, especially in the country districts. The Einance 
Member admitted that this imposed considerable iiardsliips 
upon the cultivators, who became more reluctant tlian ever 
to part wfith rupees, whenever they got hold of them, 
and this increased the currency difficulties of tlie govern- 
ment. Thirdly, notes of Es. 1 and 21 were issued in 
December 1917 and January 1918 respectively, against tlm 
currency principle that the denominations of notes should 
not be low. Moreover, the notes were printed on very 
bad paper, witli the result that agricu It mists 
suffVed a considerable loss, whenever they were damaged 
b}." water or destroyed by white ants and rats, important 
■considerations in India. The reluctance of the cultivators, 
therefore, to accept these small notes v/as greater, and 
their circulation to a substantial amount was simply 
the result of their being forced upon the cultivators. 
Fourthly, the metallic portion of the reserve against the 
notes continually diminished, while the invested portion 
increased. Before the war, the Indian paper currency 



system wa-s based upon the principle of tbe note issue 
nC I he jjank o[ England laid down by the Bank Charter 
Act fh' 1814, with the modification that the fiduciary issue 
^\'us incL't^ased by the investment of a portion of the 
eipCtilie reserve, when the proportion of the latter to the 
lutoi of the notes in active circulation had shown, over a long 
period, £i [position sufficiently strong to justify an extension 
of the invested portion, and a, corresponding reduction 
ui' tlui metallic portion of the reserve. At the outbreak,', 
oi: tlie war, the fiduciary portion of the reserve against 
.ii«jtes was' restricted to Es, 14 crores, and for every note 
issued beyond this sum a corresponding amount of silver 
or gold liau to be kept in the reserve. Now, whether the * 
•Biiuk Chartin’ Act of 1844 imposed needless restrictions 
upon the note issue in England, or not, it appears that in 
India, where popular confidence in the note issue was 
not firmly established, the adherence to the principle 
underlying the Act was essential, to serve as a check to the 
inflation of paper currency. However, during the war 
it was abandoned, and tlie fiduciary portion of the reserw 
continually increased. It was this device, which chiefly 
led to the inflation of the paper currency, and made 
it- in effect- a forced loan from the Indian p)ublic free of 
of Acts were passed , which, one after 
aiiothci, liici eased the permissible limit of the invested 
portion of t-he reserve. 


[ Table 
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The peimanent invested portion of the reserve- 
before tlie war consisted of Ks. 10 croros Government 
of India securities and 4 crores sterling securities.. 
During the war, the investment in British Treasury bills 
came to no less than Bs. 81 crores. The Finance Member 
{‘xplained that tliis investment was the next best thing 
to the ear-marking of gold in London, which was considered 
impossible during the war in the interests of the Empire.. 
However, tbe actual 2 )rocess, from the point of view of the" 
inflation of ciirrencj, came to nothing better than this. 
The Home Government went on printing treasury bills 
and handing them over to the Secretary of State in pay- 
ment of the war disbursements made on its behalf in India. 
Against these bills, the Government of India went on 
printing notes and issuing them to the public by way of 
tlic disbursements on behalf of the Home Government.. 
The process cost both the Governments nothing beyond ■ 
the cost of paper and printing. The result was that alb 
limit to the inflation of the note issue w^as removed. 
Towards the end of the war tlie Government of Indiar went, 
further. Instead of depending upon the Home Government 
for the printing of the bills, which went to form its jjaper 
currency reserve, it began to print its own bills for this 
piupose* On the one hand, it printed bills , and .kept 
them, OB the other, it printed, notes and issued 
them, and the former formed the reserve against the latter,. 
The investment of Rs. 6 crores of the Reserve in Indian 
Treasury bills in 1918-19 had simply this signiheance,' 
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This process was continued in 1919-20, and cuirency 
notes were issued against investments in Indian Treasury 
bills, amounting to Es. 3| crores. Even the Finance 
Member deprecated the process. ‘‘ None of us can pretend 
to any aftection for that form of investment into 
which our necessities have recently forced us. 1 mean 
the purchase of our own Treasury Bills/' To give an 
exact idea of the extent to which the process of increasing 
the hduciary portion of the Eeserve was carried on, it 
may be pointed out that it amounted to 366 and 647 per 
cent on 31sb March 1918 and 1919 respectively, above 
the pre-war average.. Its composition on 3Lst Ma,];cli 
1919 was as follows:— 

Investments of Paper Currency Reserve on Slst March 19iu Sn crores 
of Rupees 


In England. 


Ainonnt 


Purr!u'.> 


2i% Consolidated stock .. . . 

1.50 

1.2.S 

British Treasury Bills 

S2.50 

^1.22 

In India. . . . . . . 

loan of 1842-3 .. .. 

S.ui 

8.0 

3% loan of 1800-7 .. .. . . .. 

.. 2.U5 

2.0 

Indian Treasury Bills . . . . . . 

.. .. 0.40 

0 . ( f-'*' 


Totil 


n.)0.7o 


98. r»7 
T:\ble :l:5. 


As a result of the increase in the fiduciary poitioii 
of the Reserve, its metallic portion went on diminis]iij)g 
until on 31st March 1919 it formed 35 per cent of the total 
reserve, as against the pre-war quinquennial average 
^f 78 per cent. In addition to this remarkable 


reduction, legislation had to bo passed m September tills 
to enable the Government to regard silver held in the 
IT. S. A. or in transit therefrom as apart of the metallic 
reserve. However, the composition of the .Reseive 
improved towards the end of 1919-20, and on 31st Jlarch 
1920, the metallic portion of the Reserve formed 50 pM' 
cent of the total Reserve, and, although the investnumt in 
Indian Treasury bills increased by Rs. 3J- crores, 
a reduction of Rs. 15 crores was elfected in the holding of 
British Treasury bills. The composition of the liduciary 
portion of the Reserve was as follows 

investments of Pnpsr Currency Reserve cn Sist March 1020 tn crores 
of rupees. 

Nominal 

Value 

In rupee securities 

per cent- loan of 1842-43 
3 per cent- loan of lS06-‘,)7 
Xndian Treasury Eiils 

In sterling securities 
per cent, consols 

Britisli Treasury Bills 

Total 

Moreover, tlie danger o.f making too iniicli o.i’ the 
inflation of paper currency, whicli has been above dealt 
with, ought to be avoided. Therefore, in fairness to the 
Government of India it should be explained that in this 
respect it sinned against the light less than the Govern- 
ments of most of the advanced countries 


' 8 . i> 
2.0 
10 . 0 

1.5 l.Ji 

05 . 0 0 ."> . 0 

— 1 ,^ 

80.8 5:^0. 3 

1’able 


8.2 

2.0 

10.1 
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This fact is brought out by the following table 

Notes in oireulation of the World’s Great Banks eto.*^ 




1919 

£ 

million 

neturn 
just prior 
to war. £ 
Million 

Increase 
£ miliionr 

liaiik oi 

'Denmark 


. . Sept, 30 

25.312 

8.693 

16.619 

England 

Currency 


.. Oct. 15 

83.705 

29.317 

54.388 

. . . . 

Oct. 15 

338.436 


338.437 

... JN'Otes • ■ . • 


Total .. 

■ ■ ; , ■ . 

422.141 

29.317 

392.824 

Austria-Hunffary 

. ,* Sept. 23 

1883.467 

88.740 

1794.727 

Belgium 
France. . 


.. Oct. 9 

187.718 

64.594 

123.124 


,. Oct. 16 

1471.977 

236.476 

1285.56 

Germany 


.. Sept .30 

1489.205 

94.454 

1294.660 

Holland 


.. Oct. 11 

84.648 

25.870 

58.778 

Italy . . 


, . Aug. 31 

414.091 

66.445 

347.646 

Japan . . 


.. Sept. 6 

102.821 

31.254 

171.567 

Norway 


.. Oct. 7 

24.468 

0.608 

17.810 

Spain . . 


..Oct. 11 

151.676 

76.760 

74.916 

Sweden. . 


. . Oct. 11 

39.540 

11.456 

28.084 

Switzerland 


Oct. 7 

86.987 

10.716 

26.181 

U. S. A. 


..Aug. 1st. 

734.457 

500.985 

233.472 


Total 


7068.418 1252.530 5815.000 
Table 35. 


Having examined the growth of the rupee and paper 
circulation, we may proceed to consider the general aspects- 
of the process of inflation, and its effect upon prices iii 
India, The Federal Reserve Board of the U. S. A, defines 
inflation as “the process of making additions to credits 
not based upon a commensurate increase in the production 
of goods. ''But, the failure to reduce credits commensurate to 
a decline in the production of goods will produce tlie same 
ehect upon prices, and should therefore be rightly described 
as inflation too. In most European countries, the 
production of goods decreased during the war, while the 
volume of the means of payment increased enormously- 
Spalding, Foreign Exchange and Foreign Bills, p. 223. 


But the elfect of the former cause upon prices, was far less 
than that of the latter, because, whereas the production 
of goods diminished by 20 or 30 per cent at the mosts 
the total means of payment increased by 200 or 300 per cent 
at least. In the case of India, howwer, the production 
of commodities continued to increase during the war, 
as in the case of the U.S.A.* Mr. Shirras calculates that the 
]>roduction in India increased 30 per cent by 1919, as 
compared witli the average figures for 1911' I3.f Therefore, 
the effect of the increase in the means of payment in India 
upon price.s was neutralised to this extent, and the above 
definition of inflation is adequate in this case. 

In order to finance its own war expenditure and also 
that on behalf of the Home Government, the Government 
of India rec|Uired sufficient means of payment. It secured 
them 23artly from h'gher revenues resulting from enhanced 
taxation and from loans, representing the actual savings 
the community, and partly by an artificial creation of pur- 
<! hasing power. This latter method, in European countries 
took two forms, the issue of bjank notes or state paper 
money for the benefit of the Government, and the creation 
of large bank credits in its favour, to be used as means ul 
payment. The credits were transferred by governmoav. 
expenditure to the bank balances of the persons to when i 
they were paid. The total bank balances thus incroascfl, 

^ See Fisher, Stabilising the Dollar, pp. 20-1. 

t Indian Financa and Banking, p. 232. 
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unci as the proportion between the payniciits made by 
(‘urrenccy and those made by clieque • remains nearly tlie 
same oTcr long periods, the customary ways of payment 
of a country altering themselves very slowly, the banks 
needed more ciUTency to pay to their customers. The 
government had therefore to create more currency for the 
use of the banks, and the expansion of currency and bank 
credits went together. In India, the process was somewhat 
different. The Government possessed the monopoly 
of note issue, and this it used directly for providing itself 
with means of payment, while the more or less direct 
creation of bank credits in its favour was inappreciable. 

Even the means secured by the government in 
Eiiropeaa countries from taxes and loans did not all consist 
of real savings. The loans were sound so far as they were 
paid for by the savings of the investing public, but they led 
to inflation so far as they were subscribed to by banks 
or by the pubic with the aid of the advances made by the 
banks. High progressive taxes on income and capital, 
especially those levied on businesses, also caused inflation 
so far as they were paid with the assistance of the banks.'^' 
The. war loans in India did involve some inflation, 
because a part of them was taken up by the banks 
and by their customers with their aid, and was paid for 
by means of bank credits. But, the increase in taxation 
does not appear to have brought about any inflation, 
because the increase was much less than in many European 

* Dr. Caasei explains this fully in his memorandum to the Interna- 
tional Financial Conference, 1920. 


319 


countries. The rates of the iflcome tax and super-tax were 
niuch lowers and the excess-profit tax was levied only for a 
v(‘ar in 1919-2(1 and they do not appear to have hit busi- 
ness firms so hard as to take away the profits urgently 
needed, for the developments of the businesseSj and to 
force them to seek the assistance of the banks for the 
purpose. 

All tiiis creation of the means of payment increased 
tlie i>u\liig capacity of the government, without taking 
away a corresponding buying capacity from the public. 
The total buying capacity in the country thus increased 
vithout a commensurate increase in the goods to be b ought , 
and hence a general rise of prices resulted. This is the 
reed and only cause of the rise in prices, and the other causes 
us;ially given are not independent, but are merely derived 
from this fundamental one. The following tables bring out 
the extent of its operation. 


?ij8i Absorption of Currency i« Crores of Rupees. 


Sovereigns 

.Rupees and half -rupees 
S 'lb sidiary coins 
Currency notes 


Pre-war 1011- 193 5- 1016- 103 7- 1018- 1010 
Average 15 3f> 17 18 10 ^0 


10.00 7.48 - 0.40 1.37 11.04 5.21 - 3,30 
8.78 - 6 . 7010.40 33.81 27.80 45.02 20.00 
0.62 - 0.21 0.36 0.07 0.99 2.78 0.51 
3.39 - 3.43 7.87 18.18 15.48 51.70 23.03 

23.78 - 2.86 18.23 54.33 55.97 104,7 140 . 


- shows reairn from circulation. 


index Numbers* of the Srowth^'m Circuiation and Btisittess. 



1014 

1915 

1916 

1917 

1918 

191‘J 

Active rupee 







circulation t 
.-Vetive note 

101 

no 

114 

122 

118 

.123 

circulation % 

■Checiue Currency (Bank 

113 

100 

120 

152 

101 

30-1- 

clearings) § 

92 

06 

138 

154 

239 


Alrowth of business . . 

113 

112 

117 

124 

126- 

”130 


* Average of the figures for 1911-13 being taken as 100. 
t and t On March 31st in each year. 

§ Jiuring the whole year. 

■ Table 37. 

The real connection between inflation and prices does 
not appear to have been clearly understood by some econ<)- 
niists. Mr. Shirras as well as the Finance Member, for 
instance, in explaining the expansion of currency refer 
to increased demands on the part of the trade and public 
for currency, owing, to high prices of Indian produce result- 
ing from increased demand for it from abroad. tt This 
would lead the uninitiated to conclude that the inflation o! 
currency was a result of high prices, instead of being the 
cause. Now, it is true that when prices rise, the need for 
means of payment increases proportionally and that the 
amount of the media of exchange which can be kept in 
circulation is always proportionate to the general level 
of prices. But, prices cannot rise ivitlioiit a previous 

Sliirras, Indian Finance and Banking, p. 232. In compiling 
this table, Mr Shirras appears to have made a mistake. He 
the rupees and notes in circulation on 31st March of each yeat* 
to the amount of the bank clearing for the whole year, in order 
to obtain the total of the circulating media. The result is a ilgiin* 
which has no meaning, and which would possess signilicance only 
if the rupees and notes changed hands only once in a year, 

tt Indian Finance and Banking, p, 15 and 56, 
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^?i’eat/ioIl of artificial purchasing power. Tlie actual process is 
t-his. When fresh purchasing power is placed at the disposal 
of a Government without a corresponding redaction in that 
III the bands of the people, a certain rise of prices must 
iKJCUXj in order that the equilibrium between the total 
purchasing power in the country and the commodities and 
services available for purchase, may be re-established. 
The public need of the circulating media will increase in 
proport.ion to the rise in prices wliicli has taken place, and 
the amount just sufficient for this purpose will remain 
in circulation. A part of the newly created means of 
payment may return to the issuing authority, because the 
public has no need for it, but the artificial creation has 
already resulted in a rise of prices. If this operation is 
repeated, there will be a continual rise in prices, and a 
continual and proportional increase in the quantity of 
the media of exchange that can be kept in circulation* 
This is exactly what has taken place in India as in Western 
countries, and this is the true meaning of the public need 
of money of which Mr. Shirras and the Finance Member 
talk. But, it becomes evident that this need would 
not have arisen, if the general level of prices had not 
already been raised by an artificial creation ’ of buying 
capacity. 

Another reason given for the rise of prices in India is the 
iniuence of the conditions prevailing in Europe. “ The in- 
tensive competition by belligerent countries for commodities 


322 


of all kinds, the diversion of huge numbers of those 
formerly engaged in production to the army and supply 
services ; and the creation of a huge additional volume 
of credit and currency to finance the war, have led to an 
enhanced cost of production of practically all commodities. 
These conditions were bound sooner or later to re-act on 
India both by increasing the demand for her products, 
abroad, and by adding to the cost of the articles she im- 
ports.* This explanation is incorrect. The exchanges be- 
tween two countries essentially depend upon the relative 
purchasing power of the money of both countries. If then, 
a general rise of prices has occurred in England, for instance, 
the value of the pound sterling in terms of rupees will be 
reduced in the same proportion, and with this new rate of 
exchange, the rise of prices in England cannot cause *< 
similar rise in India. If only the supply of the means of 
payment in India had been kept sufficiently scanty, the 
purchasing power of the rupee would have remained un- 
changed, and altogether independent of any inflation anct 
rise of prices in any other country. Yet another expla- 
nation of the rise of prices that is given is the higli 
transport cost of and the restrictions upon imports. 
Such factors, however, can ‘afiect the general level of 
prices, only in so far as they bring about a reduction in the 
volume of commodities. 

Statement exhibiting Moral and Material Progress in India 
1919 p, 63. See also the Report of the Currenr-y Department 1919- 
20 p, 3, in which the same explanation of the rise of prices is 
given. 


323 


The actual rise of prices in India may now be examined* 
The official iigures of the rise in average wholesale prices in 
respect of 61 articles of import and 50 articles of export, as 
compared with the pre-war year 1913-14 are as follows"^: — 

1913^14 191 W5 1915-16 1916«17 1917=18 1918=19 
Imports 100 101 126 170 211 268 

Exports 100 102 103 117 125 150 

In 1919 the general unweighted index number for 28 
exported and 11 imported articles was 193 as compared 
vritli 100 in 1913t By March 1920 the average whoiesak 
prices in respect of the 11 chief articles of import fell to 
250, and those in respect of the 28 staple articles of export 
rose to 170. At that time the general unweighted index 
number of the prices of the 28 articles of export and the 
II articles of import was approximately 210 as compared 
with 100 in the pre-war year.J Thus, by the beginning 
of 1920, . the purchasing power of the rupee in commodi- 
ties appears to have fallen to a little less than half of what 
it was before the commencement of the war. 

At that time, the general level. of prices in the U. &. A. 
which had resumed gold payments, and whose dollar there* - 
fore represented gold, was 217 as against 100 before tin- 

^ Eeview of the Trade of India, 1918-19. 

t See the Index Numbers of Indian Prices 1861 — 1918 nmd 
the Add endum for 19"? 9 to them. 

X Complied from tables of prices framed by the Finance 
Department of the India Office. 
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* Hence it seems tliat at that time there was little 
fi eience between the falls in the purchasing power of 

0 rupee and of gold. No estimate, official or unofficial of 

tie ruse m the cost of living of an agricultural or industrial 
wor .er is available. Indeed such an estimate, which would 
e true of the whole country is not possible, because condi- 
■lons in this respect m the several parts of India, although 
■en mg towards unity, are still divergent enough to preclude 
any attempt at framing an estimate which would hold good 
01 the whole country. Each estimate of the cost of livim^ 
must be restricted to a particular district, and that is a task! 
w ich IS beyond the scope of these pages. The above 
guies 0 . the rise in the prices of exports and imports also, 
must oe used wth caution and as representing in a fairly : 
correct manner the general conditions prevailing in the 
country as a ^vhole, and it should be borne in mind that the 
actual rise of prices in particular districts was likely to be 
appreciably more or less. However, some idea of the rise in 

the cost of living may be obtained from the fact thatin 19i9 

Reprices in the ease of food-gi'ains rose by an average of 
93 -per cent, since the beginning of the war, while those of 
piecegoods rose by T90 per cent, in the case of imported 
gopds, and by 60 per cent, in the case of the goods manufac- 
tm^^d m the country. These prices of imported and 

udian made piecegoods make still more prominent the fact, 

which must have been noticed above, namely the marked 


(litl'erijnce b (‘tween the rise in the prices of imports and 
exports. Tiiis feature, however, appears to have heeii 
more or les^ true of agricultural countries in general. For 
instance, the rise in the prices of the imports and exports 
of tlie Argentine Rupuhlic in 1919 was 309 and 170 res- 
pectively, as compared with 100 in the pre-war year. The 
forces of demand and supply operated to determine the re- 
lative prices of different commodities and services wiThin 
the operation of the fundamental factor affecting the 
general level of prices, viz. the supply &i total purchasing 
power in tiie country in relation to the supply of commo 
dities and services to be bought. The supply of the former 
having increased without a commensurate increase in the 
supply of the latter, a rise in the geneal level of prices was 
bound to follow, but that rise was distributed in different 
degrees among the several commodities and services 
according to the operation of the forces of demand and 
supply-'*. In the case of the staples of export, the restrfo- 
tioiis imposed upon exports partly by the shortage of 
tonnage and partly by the deliberate action of the 
Government, relatively affected t!ie effective demand in sTn 
adverse manner, while the supply remained nearly the 
same. In the case of imports, the effective demand 
reniained nearly the same, because most of the imports 
were essential for the social and economic life of the country^ 
while the supply was considerably reduced on account of 
the. shipping difficulties, and the concentration of th® 
Of, Fisher, i^archasing Power of Money pp, 174 ff. 
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wax. • Hence it seems that at that time there was little 
iffeienee between the falls in the purchasing power of 
^ le rupee and of gold. No estimate, official or unofficial, of 
e use m the cost of living of an agricultural or industrial 
wor 'er is available. Indeed such an estimate, which would 
be true of the whole country is not possible, because condi- 
•lons m this respect in the several parts of India, althoiio-l, 
tending towards unity, are still divergent enough to preclude 
any attempt at framing an estimate which would hold good 
tor the whole country. Each estimate of the cost of living 
must be restricted to a particular district, and that is a task” 
which IS beyond the scope of these pages. The above 
hgures of the rise in the prices of exports and imports also- 
must be used with caution and as representing in a fairly 
correct manner the general conditions prevailing in the 
country as a whole, and it should be borne in mind that the 
actual rise of prices in particular districts was likely to bo 
appreciably more or less. However, some idea of the rise in 
the cost of living may be obtained from the fact that in 1919, 
the prices mthe case of food-grains rose by an average of 
93 -per cent, since the beginning of the war, while those of 
piecegoods rose by 190 per cent, in the case of imported 
good.s, and by 60 per cent, in the case of the goods manufac- 
tured m the country. These prices of imported and 
Indian made piecegoods make still more prominent the fact, 
which must have b een noticed above, namely the marked 

fcTX end 
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ilifiercDCe between, tlie . rise in tlie prices -.of iniports; and 
exports. This feature, bowever, appears to have been 
more or less true of agricultural countries in generaL For 
instance, the rise in the prices of the imports and exports 
pf ' the Argentine Rupublic-in 1919 was 309 and 170- res- 
pect ivel}", as eoiiipared with 100 in the pre-war year. The 
forces of demand and supply operated to determine the re- 
lative prices of different commodities and services v^itliiB, 
the operation of the fundamental factor affecting the 
general level of prices, viz. the supply rf total purchasing 
power in the country in relation to the supply of commo 
dities and services to be bought. The supply of the former 
having increased without a commensurate increase in the 
supply of the latter, a rise in the geneal level of prices was 
bound to follow, but that rise was distributed in different 
def^rees among the several commodities and services 
.according to the operation of the forces of demand and 
supply^-\ In the case of the staples of export, the restric- 
tions imposed upon exports partly by the shortage of 
tonnage and partly by the deliberate action of the 
Government, relatively affected t’le effective demand in a’n 
adverse manner, while the supply remained nearly the 
same. In the case of imports, the effective demand 
remained nearly the same, because most of the imports 
wem essential for the social and economic life of the country, 
while the supply was considerably reduced on account of 
the. shipping difficulties, and the concentration of th® 


*5^ Of, Fisher, Purchasing Power of Money pp, 174 
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Eur opean manufacturing countries on tlie conduct of tie- 
war. Hence, it was natural tiat tie general rise in prices 
resulting from inflation siould affect tie imports far more 
tlian tiie exports. 

Tie rise in prices compelled a large part of tie popular 
tion, wiose income did fciot increase proportionately, to 
curtail tiei- consumption to a large extent, and to set free 
a certam mass of commodities, wiici tie Government 
bougitwiti tie artificially created purchasing power in its 
hands. Hence tie war expenditure of tie GoTcnimeut was 
financed, as it was bound to be, by lie real savings of tie- 
country, and therefore tie inflation was undoubted- 
ly an effective means of war finance. But tie savings- 
were m a large measure compulsory, and imposed 
considerable hardships, upon a large part of the 
population. Professor Pigou aptly described inflation 
as a concealed income tax on all the citizens assessed 
without any allowance for family condition, distinction, 
between earned income and investment income, or gi-adua- 
tion of rates as between incomes of different amounts.”* 
ft is difficult to decide, whether tie degree of compulsmy 
savings -vias less in India than in tie European countries. 

It IS true that tie rise of jirices in India was much less> 
but It siould be remembered that the pace of tie rise of 
wages and salaries in fie wake of the rise of prices was much 
slower also. However, the deciding factor see ms to be that 

' ^ the liitemational Pinaneiarc^fc;;^^,. 

i' f f ^ 1 1. I . 
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only of tJie total population live*s in towns, and tliat 
the monetary income of tlie remainder still forms only 
a pai*t, altliougli a rapidly increasing part, of its total in- 
come. Hence it appears that the hardships caused to the 
mass of the population by inflation as a means of war 
finance were substantially less in India than in most 
countries of Europe. 

The immense hardships caused by the high prices to- 
a large part of the population led the Governments of many 
European countries after the armistice to endeavour to- 
keep down the prices of certain commodities and services 
below the level, which they would have reached otherwise,, 
and to assist certain classes of people specially affected 
by the high prices. The various measures, undertaken 
for this purpose were fixing maximum prices for certain 
products e.g, coal, sugar etc., regulation of rents, general 
subsidies for reducing the prices of commodities and services 
such as bread, coal and railway fares, charges to the 2>ublic 
beneath cost in government undertakings such as post, 
telephone, and railways, the sale of goods to the poor below 
housing subsidies and unemj^Ioyment allowances. 
The cost of these measures had to be borne by tlie Govern- 
ment or by certain producers and owners of goods. Erom. 
the economic point of view, tlievse measures were 
unsound. For, as M. Cassel points out, unecononiically, 
low prices on certain commod Ties keep the consumption of 
these commodities on an uneconomically high level and 
etard the necessary adjustments of consumption to the 


units prescribed by tbe available siippiy/-'* Governmeui 
price regulations could not keep down tlie general level 
of prices, because the artificial resu-iction of some prices 
edto a corresponding increase of the unregulated prices. 
Moreover, the state expenditure on these measures L in 
many countries too large to be met by the proceeds of 
taxes and loans representing real savings, and therefore 
had to be met in part by a further inflation. Most of these 
measures were set aside inindia, partly because their gi-eater 
orlessfiitility and the economic evils springing from them 
m \^estern countries had become evident, and partiv 
beeanse their operation would have been extremely difficult, 
and would have thrown enormous financial burdens upon 
the Government, in such a vast and diversely conditioned 
imo Yr However, on account of the famine in 

grains was prohibited, and this 

thanL to the extent 

regulated i "T tave done. Rents were also 

regulated in a few capital cities,butthe effect of this restric- 

lon m leaving to the consumer a greater buying capacity 

of such ^ possessed in the absence 

have b ^ res riction, and thus raising other prices, must 
- eeu very slight, on account of the very small area in 
^hich the restriction Operated, and the vastness of the 
country whose prices were to feel the effect. InM. Cassel’s 
pinion this effect was considerable i n Western countries. 

W2o! Conforei;^, 



CHAPTER IX. 

: — 4 — 

Coffency aed Exchange. {Continued.) 


Having examined in the preceding chapter, the main 
features of currency and exchange developments from the 
beginning of the war up to the issue of the report of the 
Sinitli Committee on Indian ciiiTency and exchange in 
December 1919, we may proceed to. examine in this chapter^ 
the policy pursued by the Government during the period 
of hostilities and after the armistice, the conclusions and re*^ 
commendations of the Committee, and the action taken 
by the Government thereupon. 

The currency and exchange difficulties were largely 
due to the fact that the normal flow of gold to India in ad- 
justment of her favourable balance of trade was arrested 
during the war, on the ground of the necessity of concentra- 
ting the gold resources of the Empire. Private import of 
goldintoindia was forbidden, and India was made to accept 
payment for the vast quantities of war material shqoped to 
the United Kingdom., in credits in London against which 
notes were issued in India, while, as shown in the chapter 
on Ways and Means, such payments to some other 
countries were made in gold to a large extent. The gold 
Imports into India during the war were immensely reduceed 
as compared with those before the war, as explained before, 
and most of them even came from Japan and the U. S. A® 
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and not from the United Kingdom. Of all the countric.s. 
which helped England in the prosecution of the war by pro- 
viding war material, India was the least prepared to accept 
such deterred payments, taking into consideration her social 
and economic condition. The Government of India had 
tomake huge disbursements on behalf of the Home Govern- 
ment by the issue of immense cxuantities of notes backed 
only by credits in London in the shape of Home Ti-easurv 
Bills, which were unrealisable, and when the notes became 
practically inconvertible, and depreciated, the Govern- 
ment scrambled for silver in order to give some metallic 
cover to the note issue, and so raised its price against itself 
This temporary and aitificial inflation of the price of silver 
was considered a sufficient reason by the Secretary of State 
t or raisingthe exchange value of the rupee higher and higher. 
Moreover while England paid for a large part of its imports 
rom file U. S. A. by floating loans there and by selling back 
the American securities, which it had held, no such efforts 
were made m India. It must be admitted «,at the response 
to such efforts would have been incomparable with that in 
the U. S. A., but an influential body of Indian economists 
believes that if the Government had resorted to a vigorous 
propaganda, and had given special facilities in connection 
with the floatation of Brit ah loans in India and the sale 
of Indian Government Hail way and industrial securities 
held m England, the response on the part of India would 
nottovebeeninconsiderable. The currency and exchange 
difficultiep would krsely avoided, if the Sefrretary 
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of State Iiacl insisted on behalf of India that all payments 
for her exports should be made in gold or securities accept- 
able to her. As the other nations were in urgent need of 
India commodities for the prosecution of the war, they 
would have found the means of paying for them either in 
o-old ©r in such securities. If this had been done, there 
would have been no necessity for India to purchase large 
^juantities of silver at prices which soared higher and 
.higher. 

There might have been some reason for the pursuance 
of the policy of preventing the normal flow of gold to India 
during the period of the hostilities, but the continuance of 
the policy seems to have been quite unnecessary after the 
armistice, which crowned the allied arms with success, 
and especially after the middle of 1919, when the IT. S. A. 
became a free market for gold, and the gold j^rodiictioix of 
South Africa became available to the highest bidders- 
in London. Yet, the same policy w^as continued for nearly 
two years after the armistice, although its rigour was some- 
what reduced by fortnightly sales of gold on the part of 
the Government of Iiidia.froxn. August 1919. The private 
import of gold into India continued to be prohibited, 
iuicl the acquisition rate for the gold imported into India 
was kept so low as to prevent gold from coming to India 
ill substantial quantities.* The result was that the South 

When the quotation in the Indian bazaars for gSid was EsTio 
to the sovereign, the Government acquisition rate was K-s. 12 and 
annas 4^-. See Smith Oomm''^*“e*s report, Yol. II, p. 21. 
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Aii'icau gold, for whicli India was tlie natma' jnarket, failed 
to go there, and that the diversion of gold from Egypt 
and Australia which used to take place before the war, 
was also prevented. The continuation of the legal prohi- 
bition of the free import of gold into India was all the more 
unnece.ssary, because a large part of the gold, which airived 
m London every week, was allowed to go to the U. S. A., 
m adjustment of the debts due to them. This continuance 
of the restriction on the free movement of gold to India 
appears to have been opposed to the sound principle, whicli 
Sir Stanley Reed pointed out in his memorandum to the 
Committee, that every country had a right to determine for 
rtself, at the time of making contracts, the form in which 
its debts should be paid. 

Before proceeding to examine the silver policy of the 
Secretary of State, it may be mentioned that the desire 
to retain a,s much gold as possible is not restricted to the 
financial interests cf any particular country, and that it 
prevails among these interes's all the world : over. But, 
it is not easy to understand why this worship of gold on the 
part of bankers and Governments should continue, when 
most economists have clearly explained its true function 
m the world economy, and when some of them maintain 
that as a consequence of theVar the world has been sufler- 
- mg^n ^a superfluity o f g old.* It should he clearly borne 

criticism of ]vS‘shirras= paper on the prioM 
aL® M Statistical Journal. July 1920. pp 

Memorandum to the ’ Br/ssels 
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m mind that the ixee flow of gold to India has been advo- 
cated in these pages, only as a means to the establishment 
of a sound currency and exchange system, and not from 
any belief in the intrinsic value of the process. 

The defective gold policy of the Secretary of State 
explained above made an equally defective silver policy 
inevitable. E'ow, it should be made clear that the enormous 
rise in the price of silver during the last few months of 
1919 and the early months of the succeeding year, was 
only partially due to the depreciation of sterling in relation 
to gold, and to that extent was unavoidable. This is easil}?^ 
seen from flie fact that the rise in the price of silver did 
not reach its highest point at or even about the time when 
the dej)reciation of sterling was greatest, and that miitatis 
mutancUSi the same was true of its lowest point. On the other 
hand, sometimes the price of silver fell when the depreciation 
of sterling as measured by the dollar-sterling exchange had 
increased and sometimes the opposite case also was tifue. 
The other element in the rise in the price of silver was 
the demand on the part of India and China, ..and 
the rise was avoidable so far as Indians demand 
was concerned. The constitution of the silver market 
in London, where the purchases of the Secretary of 
State were made, was very narrow, the trade being 
principally in the hands of a small number of bullion 
brokers and merchants, whose main object was to man> 
pulate the price of silver for their own profit to the 


334 


-disadvantage of India, by anticipating her demands fnnri 
the visible stock of rupees in India and any information 
secured through their connection with the India Office. 
The market was governed largely by visible supplies in 
London, a factor easily liable to manipulation. Tlip 
continuance of the restrictions upon the free flow of gold 
to India and of the large sale of Council Bills made it nece- 
ssary for the Secretary of State to purchase large quantities, 
of silver. This action, together with the raising of the rate 
of exchange and making it closely dependent on the pricr 
of silver, excited the silver market in London with antici- 
pations of continued purchases for Indian currency piu’poses 
at rising prices, and the silver interests tried to take full 
advantage of the situation brought about by these measure-' 
of the Secretary of State, by raising the price of silver. 
Bo far as the rise in the price of silver was due to this cause, 
it could have been largely prevented by the Secretary of 
State's withdrawal from .the market, and especially by 
pursuing such a policy as to make clear to the silver interests 
that he would not purchase any silver unless its price fell 
to a^more reasonable level. Moreover, there seems to b** 
.much truth in Mr. Dalai’s contention that the price of silvei* 
would have climbed down still further, if the embargo or* 
the export of silver had been lifted, and if the rate of ex- 
change had not been raised, the rise in exchange producing 
the effect of lowering the rupee value of all the silver Iieul 
da India, and making its exports unprofftable. If these 
conditions had been fulfilled, silver in large quantities would 



Iiave been exported from India to take advantage of the 
immense rise in the pi‘ice of silver, and this would have 
lowered the price to a substantial extent. This belief 
is based upon the common knowledge that, in many parts 
of India, and among many classes, gold would be preferred 
to silver if it could be obtained at a comparatively cheap 
rate. The Government, however, could not permit the export 
of silver on account of the inflation of paper currency. Thus, 
one evil led on to another. The reserve of rupees jigainst 
the inflated note circulation was small, and if the export of 
silver had been allow^ed, that reserve would have been 
depleted, the note issue would have become completely 
inconvertible, and even the semblance of convertibilit}' 
could not have been maintained. However, if these measures 
had been taken by the Secretary of State, the price of silver 
would have fallen to, and its fluctuations would have been 
conflned to comparatively narrow limits about, a level 
sufficiently low to enable the Secretaiy of State to stabi- 
lise the exchange value of the rupee at Is. 4d. gold, and on 
the return of the dollar-steriing exchange to par, at Is. 4d. 
sterling. The Smith Currency Committee was deepl}^ 
influenced in framing its recommendations, by that provi- 
sioa^of the Pittman ' Act, -which laid down, that for the 
purpose of replacing the silver taken from its reseives, the 
U. S.- A. Government must buy at the price of one dollar 
per fine ounce any silver produced within the U. S. A. 
■and tendered to it for purchase. This led the Committee 
to conclude that the price of silver would not remain for 
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any length of time below one dollar per fine ounce for 
several years. But, this provisioii of the Act did not prove 
fully effective in keeping up the price of silver, whicii 
remained substantially below one dollar per fine ounce 
for many months after June 1920.,'“" and thus a large 
part of the basis of the recommendations of the Committee 
disappeared completely. The price of silver declined 
heavily after June 1920, fell as low as 40d. (sterling) at 
the hegmnhif^ of December 1920. and for many months 
i’emaiiied below 54d. (sterling) or 381 d. (gold)f per standard 
ounce This was thus well below 43d. (gold) per standard 
ounce, at which the rupee could be minted without 
loss at the exchange value of Is. 4d. (gold). 

The lieavy fall in the price of silver appears to have 
been due also to the appreciation of gold. As explained 
below, the purchasing power of gold in terms of commodities- 
recovered appreciably during this period, without a similar 
recovery on the part of silver, and consequently the gold 
price of silver and also its sterling price declined. It ap- 
pears that the Committee could have foreseen the opera- 
tion of this factor, even if it could not foresee the 
probability, that the provision of the Pittman Act relating 

* Since May 1920 there have been two official quotations at 
Nsw York, one at dollar one per fine ounce of silver produced in the 
U.S.A. under the operation of the Pittman Act, and the other below 
it for silver of foreigin origin. See the Annual Financial Review 
of the Times, 28th January 1921, p. 28. 

t During this period, the dollar-sterling exchange stood 
approximately at an average of 3.50 as against the par of 4. 86|. 



to the purchase of silver would not fee fully effective in 
keeping up the price of silver. It could probably have 
been foreseen that on the one hand, gold would 
appreciate in the immediate future on account of the 
endeavours of Eiuopean countries to obtain it for 
the purpose ' of restoring some measure of stability to 
their chaotic currency and exchange conditions, and that, 
on th ‘ other, the demand of those countries for silver, for 
siibskliary coinage, would be much less, and that in the 
near future, the demands of India and China also would 
be largely reduced for some time, as they had become 
nearly saturated with sdver, having absorbed very large 
quantities of it."" Thus, it ssems that it was not impossible 
for the Committeeto real se that the price of s lver. which 
was very high when it issued its report, would fall substan- 
tially in the immediate 

What course of action should the Fecretary of State 
have pLU'Sued after the armistice ? In order to under- 
stand it, it is necevssayy to emphasise two points. First, 
by the time of the armistice, (he price of silver had risen tcf 
49] d. only, al-jo tlie exchange value of the rupee had lobe 
raised in ] e (3d. only, and the enormous rise in (he pfice of 
silver and in exchange that took place, oecurreai subse- 
quent!}'. .Secondly, internal currency stab iity appears 
to be irie-re essential than external exchange stability, 
and unvp.nicy of subordinating entirely the former to the 
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latter appears to be opposed to sound ciirrenej ])i‘iucip]es. 
For, as vStated by Mr. Dalai, the legal standard for 
payments should be. regarded as less open to repeal or 
modification than any other legislative act, because the 
right which it gives to the people as to the hind of money 
they may demand in exchange for tlieir goods or services, 
cannot be removed or modified without indicting a grave 
and widespread injury, and because any change in the legal 
standard must seriously disturb the relations between 
debtors and creditors. The law determining tlie iniit of 
value as the nucleons of ail monetary contracts is to tlie 
individual’s property rights what the Habeas Corpus 
Act is to tlic righs of the individiiaFs person. Therefore 
the first aim of the Secretaiy of State should have been 
to maintain iinaltered India’s legal standard' of the sove- 
reign with rupees related thereto at the legally fixed 
ratio of 15 to 1, as far as possible. To achieve this object, 
the Secretary of State should have pursued a much more 
active gold policy. As the supposed necessity ’ or fa - 
ing the finance of the export of war materials from India 
had ceased after the armistice, he should have stopped 
all sale of Councils drafts and met his financial require- 
ments out of the huge Indian assets, which had been accu- 
mulated in London, thus leaving India’s balance of trade 
to be met naturally by the export of gold to it. This 
would have had the effect of largely reducing the necessity, 
for the Government of India, of paying out rupees. Then, 
he should have realised in gold India’s huge investments 




in the Britisb Treasury Bills on behalf of the Pape.r 
(. urrency .Reserve, by termmating them as they matured^ 
or prior to it, by discounting tliem in blocks, and he should 
iiave transferred the gold to India. It is not suggested that 
large blocks of gold should have been sent out to India at 
once. The Secretary of State should have merely required 
tliat a substantial amount, say one million pounds wortli 
of gold ill sovereigns, should be sent to India regularly every 
v'cek, out of the reserves of the Bank of England or out 
of the weekly arrivals in London, till Indians assets in 
London were liquidated. In England the results of the 
adoption of these measures would not have been undesir- 
able. Ihe reduction of the central reserves would have 
tended to check the inflation of credit and the rise of 
prices, which would have tended to augment the flow of 
exports from England to the East to meet the outstanding 
balance, and thereby would have helped in the solution 
of exchange difliculties. Furthermore, measures should 
have been taken to prevent the export of gold produced 
in India, to secure it, and to facilitate the import of 
gold from South Africa by establishing a I'eAnery in 
Bombay. 



The Government of India should have sold the gold 
obtained by these means to the highest bidders, until 
Its price in the Indian market had come down to the equi- 
valent of Rs. 15 to the sovereign, and until sovereigns had 
reappeared in circulation. The unrestricted flow of gold 
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to India in adjustment of tlie trade balance would also 
have helped to bring about this result. Other results of 
this policy would have been that the Government would 
have received in India a large number of rupees in exchange 
for the gold thus sold, that, at the same time, the demand 
of the people of India for silver from outside India would 
have very largely disappeared, as they would have obtained 
the gold, which they were anxious to obtain, and that the 
Secretary of State would no longer have been compelled 
to purchase large quantities of silver at a high price, in 
order to endeavour to maintain the convertibility -of the 
huge issues of paper currency in India. The Crovemment 
of India should have utilised the gold bought from outside 
India, or the rupees received in exchange for it, to 
reduce tlie amount of notes outstanding. The conti» 
nuance of this j)o] icy would have led to a diminutiorji 
in the Vv oriel’s demand for silver, and to an increase in the 
world’s e fleet ive demand for gold, and would therefore have 
tended to bring about a fall in the gold price of silver 
througiiout the world. This process should have been 
continued till the prire of silver fell to a level sufficiently 
low to enable the rupee exchange to be stabilised again 
at the old rote of Is. 4d (gold). 

Against the adoption of a gold policy in tlie interests 
of India, such as that outlined above, it has been argued 
that India is a bottomless sink for the absorpi on of gold, 
and that gold, once sent into India, is permanently lost to 
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the rest of the world * The invalidity of this contention was 
pointed out in the preceding chapter, in relation to Indians 
absorption of the precious metals generally, and the same 
conclusion becomes inevitable from an examination of the 
tigures of India’s absorption of gold before the war. India 
contains 1 9 per cent of the total population of the world, 
and therefore the consumption of less than 20perc'ent of the 
world's production of gold on her part during the ten years 
preceding the war cannot be considered to have been a 
vicious habit. During 1890-1910 out of the world 
production of gold worth £ 1233 million, the United 
Kingdom, the U.S.A., Germany, France and Italy absorbed 
among iliem £ 773 million worth of gold, while the absorp- 
tion of India, with a population not inuch less than 
total population of all these countries, was only £ 126 
million worth of gold. Moreover, of the total absorption 
of gold by the five Western countries, 60 per cent was 
absorbed for “ other purposes only 10' per cent 

was added to the banking reserves. If 21 years' 
rience of popular tastes is worth anything, these 
do not place the most advanced Western powers in any 
better light than India in the matter of the absorption 
of the world's production of gold.f Even the 8 
Committee had to make very important admissions in 
this respect. It admitted that the quantity of gold taken 

’*‘Seo, for instance, the evidence the Ooverncr of the Bank of 
England before the Smith Currency Oommittee. 

t ^ee Mr. Sarma’s Memorandum, Boport of the Smith Committee*, 
voi. ill, p* m, :• ■„ , 



by India for all purposes in the period betore the nar 
was not disproportionately large in relation to her econo- 
mic conditions ; that the normal balance of trade made 
India a creditor country, and thus entitled her to require 
payment for her produce in the form most acceptable 
to her people ; that India’s capacity to draw gold from other 
countries depended on the desire of her customers to secure 
er produce, and that so long as they continued to take it, 
India would be in a position to demand gold, in so far 
as she might prefer payment in this form, to the import of 
commodities or the investment in foreign securities of the 
credits due to her. 


Proceeding to the findings of the Smith Currency 
Committee, the fundamental recommendations in its 

majority report may be summed u]) as follows : («) The 

suggestions for the issue of a new rupee with reduced 
weight or fineness, or of a 2 or 3 rupee coin of lower jiro- 
portional silver content, or of a nickel rupee, and for declar- 
ing the notes inconvertible, should be rejected, and the 
rupee should remain unchanged in w^eight and fineness. 
(b) Ihe relation between the rupee and gold should be 
stabilised at the rate of ten rupees to one sovereign, i.e. 
at^the rate of one rupe to J 1.3001 6 grains of fine gold, 
botli for foreign exchange and internal cuculation. (c) 
Council drafts should be sold by open tender at competitive 
rates, a minimum rate being fixed from time to time on the 
basis of the sterling cost of shipping gold to India, the rate 
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varyinu' long as sterling continued to be de|)reciatecl in 
relation to gold. FurtLer the Government of India sliould 
be aut,]io3-ised to announce, without a previous reference 
to tljft Secretary of State so as to avoid delay, its readiness 
to sell weekly a stated amount of Reverse Councils, includ- 
ing teiegrapiiie transfers, during periods of exchange weak- 
:ness at a rate based on the cost of shipping gold from India 
to the Uioted Kingdom, the rate again varying so long as 
sterling continued to be divorced from gold, {d) The import 
and export of gold to and from India should be free from 
Government control, as soon as the change in the statu- 
tory ratio between the rupee and sovereign was eftecte cl, 
and the gold mint at Bombay should be open for the coinage 
itito sovereigns and half-sovereigns of gold tendered by the 
public, (c) The notification of the Government under- 
taking to give rupees for sovereigns should be ^vithdrawn 
on account of the prevailing shortage of silver. (/) The 
proliibition on the private import of silver should be re- 
moved as soon as possible, and that on its export should be 
continued, until changed conditions again definitely 
established tlie rupee as an overvalued token coin. Mr, 
:D. M. Dalai, the only Indian member of the Committee, 
held views fundamentally divergent from those of the other 
members, and submitted a separate report in which he 
recommended tiiat the ratio of 15 to 1 existing then between 
the sovereign and the gold mohmr and the rupee should 
remain unaltered, that as long as the price of silver in Kew 
York remained above 92 cents, the Government should 



coin 2 rupee silver coins of reduced proportional jSneness^ 
instead of the rupee, and that they should be unlimited 
legal tender. 

The recommendations contained in the majority report 
of the Committee were accepted by the Secretary of State 
in Council as expressing the goal towards which Indian 
administration, following the previous policy, should 
thenceforth be directed, while the recommendations of 
Mr. Dalai were rejected as impracticable. Accordingly, 
in February 1920, a number of changes were made in the 
currency and exchange system then in force. The new 
relation of the rupee to the sovereign recommended by the 
Committee was put into force, for foreign exchange pur- 
poses, by fixing the acquisition rate for gold imported under 
license into India, which had till then been subject to varia- 
tions notified from time to time, at ten rupees for each sove- 
reign tendered for import or one rupee for 11 ,30016 grains 
of fine gold. Council drafts continued to be ofiered at the 
Secretary of State’s discretion for a weekly sale by 
competitive tenders. No announcement was to be made of 
the minimum rate at which tenders would be accepted,, 
and the Secretary of State reserved the right of rejecting 
the whole or a part of any tender. In accordance with the 
Committee’s recommendations, the Government of India 
was to offer for sale when an occasion required it, stated 
weekly amounts of sterling reverse drafts on the Secretary 
of State, including telegraphic transfers. The rates 


were to be announced on eacLi occasion by tlie Con- 
troller of Currency, and were to be based on tlie sterling 
equivalent of the price of 11.30016 grains of fine gold as 
measui'ed by the prevailing dollar-sterling exchange, less a 
deduction representing the charge of remitting gold. The 
new relation of the rupee to the sovereign could not be in- 
troduced for the purposes of internal circulation, so long as 
A great disparity continued to exist between the commer- 
cial price of gold in India and the recommended Indian 
mint par of one soverign for Es. 10. Therefore, the old ratio 
of 15 rupees to the sovereign was to remain in force tempo- 
rarily, until the disparity disappeared siibstantially. 
Till then, the import of gold was to continue to be controlled 
by license under the Gold Import Act with a fixed acquisi- 
tion rate as mentioned above. However, the periodic 
Government sale of gold bullion to the public with a view 
to reduce the premium on gold was to continue and to be 
further developed under the same conditions as before, 
with the difterence that the minimum limit of Es. 23-14-4 
per tola was withdrawn. Some of the other changes advo- 
cated by the Committee for internal purposes %vere «ilso 
put into force. The Government notifications providing 
for the issue of rupees at the Eeserve Treasuries in exchange 
for sovereigns and half-sovereigns, and regarding the receipt 
of sovereigns and half-sovereigns at the mints, were can- 
celled. The notifications under the Defence of India 
Act prohibiting the use of gold and silver coin other wdse 
tlian as currency or dealing therein at a premium were 



^iso caiieelled. The prohibition on ihe inipoit of .liver 
ms withdrawn, and the import duty of 4 annas per ounce 

was abolished. The prohibition on the export of silver 
^vas maintained. 

This action of the Secretary of State on the I'eport of 
he Committee was followed by remarkable events. The 
Conimittee had been appointed to make recommendations 

01 le es -,a ishment of a satisfactory monetary circulation 
md a stable gold-exchange standard. The immediate 
lesultofthe acceptance of its recommendations wasconfu- 
sion uncertainty and violent fluctuations, unparalleled 

e iis oiyo. Indian currency and exchange. Both 
the Committee and the Secretary of State-in-Counril fail- 
ed to realise the consequences of making the rupee-sterlinc 
exchange dependent upon the fluctuations of the dollai- 

sterling exchange, and of the undertaking to sell Beverse 
Councils on this basis. At the time when the Secretary of 

State took this action, a heavy slump occurred in 'the 
dollar-sterlmg e.xchange, the price of silver rose to the 
heig-ht of 8dd. per standard ounce, and as a consequence of 
the above decision of the Secretary of State, the rupee-ster 
mg exchange jumped Bom 2 s. 4d.to2s. Ud. and Reverse 
(..ouncils had to be offered at the latter rate. The market 
rate failed to rise above 2s. 7>-d. and the exchange market 
became demoralised and disorganised. An unprecedented 
demand arose for Reverse Councils, and although a very 
large amount, at first £ 2 million, afterwards oi; miHiou. 


was sold every week, tlie supply fell far slioit of tlie deiiuuul. 
This was duo to the fact that it was not a genuine trade 
demand, because the balance of trade was not unfavourable, 
and consequently there was no gap to be filled by sterling 
reinittance.s on London. The demand was partly from 
.speculators, ndio saw excellent opportunities of making 
huge profits by remitting large sums toLondon at this very 
high rate, and bringing them back to India wlien the rate 
should come down on tlie recovery of the dollar-sterling 
exchange as it was sure to do sooner or later, unless 
England were to become bankrupt, and partly from the 
EnglisJi merchants and industrialists in India, who wanted 
to take advantage of this \Try favourable rate for 
transferring to England their profits, which had accumu- 
lated in India during the war. These large amounts of 
Beverse Councils were cashed in London out of the Secretary 
of State’s cash balances and the Paper Cmrency Eeserve. 
Thus, a large part of the assets, which India had built up 
in London during the war with great inconveniences at the 
rate of fifteen rupees to the sovereign, was brought back 
to India at the rate of less than 7| rupees, thus iiu-ok- 
ing a lo.ss of 35 crores of rupees to the Indian treasiuy. 

I his continued sale of large amounts of Reveise Councils 
involved a number of other disadvantages.* It created 
an intense instability and caused violent fluctuations in the 
rupee-sterling exchange b ecause of the extraordinary 
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instability of tbe dollar-sterling excliange and thereby consi- 
derably dislocated trade and finance. It led to a complete 
divo ce between the ofiGicial and market rates of exchange. 
It caused a considerable t’ghtness in Ih • money ma ket 
by taking ofi the market large sums of money with the 
result I hat the rate of discount rose to 1 1. per cent at a. 
time of the year when the busy export season was at 
its height. The Government endeavoured to check specu« 
iation, but was not successful. The Government also 
tried to alleviate the stringency in the money market by 
making available to it through the Pres deucy Banks, 
a part of the sums obtained by the sale of Reverse Councils, 
which should have been added to the Paper Currency 
Reserve in India against corresponding withch'awals in 
England, but for which were substituted Lidian Treasury 
Bills in accordance with the powers obtained from the Legis- 
lature. This sale of Reverse Councils on a large scale and 
at a rate constantly fluctuating with the fluctuations of the 
doilar-sterling exchange continued till June 1920, when 
the dollai'-steiling exchange recovered considerably, the 
price of silver declined to 52cl., the rupee sterling exchange 
also fell considerably, and the market rate remained 
near Is. lOd. Hence, at the end of June 1920 the Govern- 
ment had to abandon its attempt to put into force the 
fundamental recommendation of the Currency Committee, 
namely the stabilising of the exchange value of the rupee 
at 2s. gold, fixed the rate for Reverse Councils at Is. 
11 per rupee, and thus made it independent of the 


fiuctuatioiis in Ihe doliar-sterling exchange. Then a 
moratorium of three weeks was allowed to enable holders 
of sovereigns to tender them to the Government Treasuries 
at the ratio of 15 rupees to the sovereign. At the end of 
the period, the restrictions on the import of sovereigns 
were withdrawn, but sovereigns ceased to be legal tender, 
until an act was passed in August by the Legislature making 
them legal tender at the ratio of ten rupees to the sovereign. 
Although the disparity between the commercial price of 
gold in India and the mint par of Es. 10 to the sovereign 
recommended by the Committee was still substantial, 
these measures were reiideied urgent by the illicit import 
of sovereigns snuigglecl across the land front :cj s of British 
India for encashment at Government Treasuries. In 
October he Government of India had to stop the sale of 
Revers Councils altogether, because, although the total 
sale by this time had exceeded £ 55 million, it had failed to 
produce any appreciable elTect int’;^ direction of stabh 
Iking exchange at 2s. gold or sterling. Upcri the with- 
drawal of the OovcTPinent from the maiLi t, its rate fell 
considerably, and in the early part of remained in 

the neighbourhood of Is. 3^1. (sterlir.g), the sterling 
price of silver also reaching its lowest levf 1 at that time. 

The fundamental recommendations of tlie Smith 
Currency Comm life W€"re based upon conclusions, 

namely tljat a high level of exchange wuis Tss.'.'ntia! for the 
establishment of a sound monetary sys^-ern in India. 
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that a high level of exchange was aclvaiitageous to India 
on social and economic grounds, and that the balance of 
advantage lay on the side of fixing the exchange value of 
the rupee in gold rather than in sterling. 


The first conclusion was based upon an examination 
of the probable trend of the price of silver in the near 
iuture. Rom a perusal of the report on the world’s pro- 
duction of silver by Professors Carpenter and Ciillis, and 
rom an examination of the probable effects of the provi- 
sion of the Pittman Act relating to the purchase of silver 
the Committee decided that for some years the price 
of silver could not be expected-to fall below one dollar 
per fine ounce. As regards the maximum bevond which 
the price of silver was unlikely to rise, the prices of silver 
at which the sOver coinage of the more importantcoun- 
ries had a bullion value erjual to their nominal value, e.x- 
changes being at par, were England 66d, France 60|d. and 
ic J. &. A. 59|d. When the price of silver was 1.37.8 cents 
per fine ounce, corresponding to 62. 9d. (gold) per standard 
ounce, and well above the French and American parities, 
the corresponding bullion value of the silver in the rupee 
vas Is. 11. .o6d. (gold), and the cost of the rupee includino' 
all charges was 2s. (gold). The committee therefore believecl 
that the rupee could be established as a token coin, 
and that a satisfactory monetary circulation in India 
coimd be maintained, if the exchange value of the rupee 
was fixed at a level not lower than 2s. (gold)' 


As rnuards d;Iie second conclus^'on, the Committee 
expressed tlie vie\^=' that, although India was a country 
whose export trade was more valuable than her import 
trade, the rise of prices in India was injurious to the 
comitiT as a whole. The Committee therefore decided 
that any measures tending either to reduce prices or to 
check a further advance in lliem would be beneficial to the 
countiw as a whole, and tliat the fixing of the exchange 
value cf the rupee at a high level was an important measure 
to achieve this object, as it would lower the values of 
India's imports and, exports as measured in rupees. It 
was true that high exchange could have little, direct effect 
on the prices of the exported produce of which India 
possessed a practical monopoly, and of the produce almost 
entirely consumed within the country, but the Committee 
thought that the indirect effect would give a siniilar result, 
though to a less extent. 

The Committee, how^ever, had to examine tlie probable 
effects of a high level of exchange tipon India’s trade and 
industries. It believed that the effects of a rise in exchange 
in encouraging imports and checking exports w^ere transi- 
tory, and did not continue beyond the period necessary 
for wages and other element of cost to adjust themselves 
to the new conditions. Moreover, Indian trade was pros- 
perous and in a position to maintain it, during the period 
of adjustment, on account of the continuing intensity 
of demand for raw materials and food-stuffs grown in 
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India, resulting from tlieir world shortage, while Ihi^ 
great rise of prices in the countries i.n. porting from Indhi 
would enable the Indian producer to obtain a satisfactorv 
rupee price for this produce, notwithstanding a high level 
of exchange. The Committee therefore expressed the 
opinion that Indian trade was not likei}^ to suffer any 
permanent injury from fixing the exchange value of 
the rupee at a high level, with this important qualification, 
however, "that, if a great and rapid fall in world price^^ 
were to take place, so as to check Indian exports, on 
account of the failure of the costs of production in India tcf 
adjust themSelves with equal rapidity, to an extent which 
would endanger the maintenance of the high exchange, 
the problem should be considered afresh, and measures 
to suit the altered conditions should be taken . With regard 
to the probable effect of a high level of exchange on Indian 
industrial development, the Commitiee believed that 
even during the period which may elapse, before prices 
and other cond tions were completely adjusted to the ■ 
new level, the temporary st'midin lo ronpetitive imports 
giYen by tlie highrates of exchange would be counteracted 
by the greatly increased cost of production in the expoiting 
Western countries. Moreover a high rxchengo would 
retain for Indian industries, the advan* of a low cost 
for wages, raw materials and imported macli'n'^ry, plant 
and si ores. Tlercfcre the Crmmit’ e was of opinion 
that Indian industr'al development vould not be scrioush’ 
hampered by a high rate of exchange. 



is regards the conclusion of the Committee* 

tlie question arose because the complete convertibility 
of sterling into gold, which existed before the war, had 
disappeared, gold coins had ceased to circulate in the 
United Kingdom, the notes were not in practice convertible 
into free gold, and consequently the pound sterling had 
depreciated in relation to gold. The main argument 
for retaining the fixed relation of the rupee with sterling 
was til at a larger part of India's trade was with, the sterling- 
using British Empire than with countries with an efective 
gold standard. The Committee, however, did not think 
that a fluctuating rupee-sterling exchange would create 
. any serious obstacle to trade between India and the British 
Empire, provided that trade requirments for remittance 
were met readily and fully. On the other hand, the dis- 
advantages of fixing the exchange value of the rupee in 
terms of sterling were great,; Ehstly, if the rupee were 
to be linked to sterling, it would share with sterling 
all the gre£rt inconveniences attaching to a depreciated 
currency. Secondly, the possibilities of further advances 
in the sterling price of silver due to a further depreciarton 
of sterling increased seriously the difficulties of fixing 
a sterling value for the rupee which coiiicl be maintained 
v/itli certainty. Thii'diy, if at some future time sterling 
recovered its value and again became equivalent to gold, 
the high sterling value for the, rupee, which, , would have,, 
to be fixed under the conditions prevailing at the time, 
might be found too high, since that value would hive 


pereased ,m,„ relaf m to; go’d and otlier eommoditfes. 
Soiirthly,, if ti)e relation of (he rupee to steri'ng were fixed. 
Its relation, to gold would vary so long as s'.cil ng varied 
in relation,, to gold. ; But as tie Ccmmittce ccnsidrcd 
■jt essential that both the rupee and the gold sovf reign 
should circulate freely as, unl'mited legal tcndtrs, it \vas 
necessary that the'relalion between the two should be fixed. 

It is difficult, however, to accept these conclusions 
of the Committee, as it ignored several vital factors in 
arriving at them', and as, in addition, the weakness of its 
■reasoning has been disclosed by later events. This is the 
tase with regard to the first ctnelus.'on, Icrause it Las 
already been shown that it was practicable at that time to 
establish a comparatively satis.'actory monetary system in 

India with the exchange value of the rupee no higher than 

the old level of Is. 4d. (gold), by pursuing a well-conceived 
currency policy. In the early part of 1921 exchange fell 
considerably, and remained in the neighbourhood of Is. 
3^d. (sterling). But during this time, the normal rate 
‘as^ determined by M. Cassel’s formula explained below, 
wa'sinthenighbourhoodof is. 7d., and if the Government 
had not wasted any part of its resomces in a futile attempt 
at stabilising exchange at 2s. (gold), and if it had supported 
exchange during this period by selling reveise councils 
at Is. 7d., it is probable that exchange could have been 
prevented from falling below Is. 7d. (sterling) and Is. 4d 
(gold). 


Moreover, it h surprising .to find that the Committee^ 
al! hough taking into consideration the depreciation of the 
do liar “Sterling exchange, paid no direct attention to the 
rehitivo purchasing powers of the rupee , and pound 
sterling in terms of commodities, and no attention at all 
to those of Hie rupee and gold, i. c, to the general price 
levels in India, the IJ. S. A. and the United Kingdom, be- 
cause this was the fundamental consideration in finding 
out the normal rate at wliieli exchange could be stabili- 
sed and a sound monetary system could bo estabiisliech 
Recently, M. Cassei has taken much pains to draw the 
public, attention to this vital factor in the stabilisation 
of international exchanges.'*' ‘’Our willingness to pay a 
certain price lor a foreign money must ultimately and 
essentially depend on the fact that this money has a pur- 
chasing power as against commodities and services in the 
foreign country. On the other hand, when we offer so and 
so much of our own money we offer, in fact, a pui'chasing 
power against commodities and services in our own country* 
Our valuation of a foreign money will, therefore, essentially 
depend on the relative purchasing power of the currenci is of 
both countries. Given a normal freedom of trade between 
two countries, A and B, a rate of exchange will establish 
itself between them, and this rate will, smaller fluctuations 
apart, remain unaltered as long as no alterations 

* Hee iiis articles in the Bconomio Journal, the Armais ot the 
American Academy May 19 19 and Memorandum to the Interna- 
tional Financial Conference. The i heory, however, was orisrinallT 
emphasised in the Bullion Committee’s Report. 
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in the purchasing power of either currency is made 
and no special hindrances are imposed upon the trade. But 
as soon as inflation takes place in the money of A, and the 
purchasing power of this money is, therefore, diminished, 
the value of the A — money in B must necessarily be reduced 

in the same proportion Hence the following 

rule : when two currencies have been inflated, the new 
normal rate of exchange will be equal to the old rate multi- 
plied by the quotient between the degrees of inflation of 
both countries. There will, of course, always be fluctuations 
from this new normal rate, and in a period of transition 
these fluctujitions are apt to be rather wide. But the rate 
calculated in the way indicated must be regarded as the 
new parity between the currencies. This parity may be 
called the purchasing power parity, as it is determined by 
5 the quotient of the purchasing powers of the different 
I currencies. ’’'5' 


This passage shows that the most scientific way for 
the Committee in determining the rates of exchange 
between the rupee, gold and pound sterling w^ould have 
been to be guided by their relative purchasing powers. 
The purchasing power parity between the dollar and the 
rupee would liave given the Committee the truly normal 
rate of exchange between gold and the rupee, because, 
free gold payments having been resumed in the II. S, A., 

Meiuorandum to the International Financial Conference, 
p. 15. 


tlie dollar represented gold. Now, it has been already 
explained in the previous chapter, that at the time when the 
Committee formulated its reeomendations, the rise in the- 
general price levels in the U. S. A. and India i.e. the fall in-, 
the'purchasing power of gold and the rupee was nearly the 
saoie. Therefore, the purchasing power parity between 
gold and the rupee at this time was approximately the 
same as that in force before the war, and consequently 
the most scientific and quickest way of stabilising 
exchange was to endeavour to do so at the old level of 
1 s. 4d. (gold) to tlie rnpee . It is true that ev en at this time 
the fall in the purchasing power of gold was slightly higher- 
than that of the rupee, and that a strict adherence to the 
theory would have required a slightly higher exchange 
rate* But, as explained above, there were most valuable* 
advantages in maintaining the old rate as far as possible,, 
and it would* not have been very difficult to stabilise 
exchange at that rate by pursuing the policy outlined 
above. At any rate it becomes clear that the rate recom- 
mended by the Committee, 2s. gold, was not warrant- 
ed by the purchasing power parity between gold and the 
rupee, and that it was futile to endeavour to stabilise 
exchange at this rate. In fact, as explained before, this 
attempt failed completely and had to be abandoned. 

It is true that the purchasing power of gold fell further- 
during 1920, on account of the further influx of gold into 
the U. S. A. But, it appears that this fall would not haver 


ocouJTed, if gold had been allowed to flow freely to India, 
and. if thereby the effective demand for the world’s 
g&liJ had been allowed to increase. Moreover, it seems 
that the whole of this depreciation of gold will not last 
m the immediate future. The European countries will 
endeavour to strengthen their central holdings of gold, 
although they may refrain from reintroducing gold 
circulation. In fact,, the Bank of England has been 
.attempt.ng to acquire more gold. This will increase 
the world’s demand for gold, and con.sequently its value. 
It IS true that economists like M. Cassel emphasise the 
great need of a close co-operation on the part of the princi- 
pal countries of the world in the form of an international 
agreement, to secure that countries in a position to draw 
gold to themselves from the rest of the world should 
abita n from doing so, in order that the prevailing 
value of gold in . relation to commodities may be 
stabil sed. But, it seems that it is futile to expect the 
■close co-operation essential for the purpose, if the eno mous 
difficulties of forming and successfully working inter- 
national monetary agreements, evident from past 
experience, and the worship of gold on the part of bankers 
and Governments that prevails in all countries, are taken 
ii-to account. It will be extremely difficult, if at all possi- 
ble to induce any country possessing the power to draw 
gold to itself fro.m the rest of the world, to refrain from 
doing so m the immediate or near future. It is very 
.probable, therefore, that gold will recover some of the 


purchasing power whiGli it ' If/ ultimately, the 

p ropo rt ion i n i he reducfcioH of the purcli a^ihg ' p o wer of 
gold as compared with the power bdfore the - war becomes 
less than the similar proportion ha the case of the '.rupee^ 
the exchange value of the latter will' sink even lower than 
I s. 4d. gold. But, it is unlikely that the purchasing . powe r 
of gold will recover in the near future so far as to become 
much more than half of that before the war. Por, the 
actual circulation of gold is not likely to be resumed m the 
near future, and as the eccono'mic conditions in several 
European countries are unsatisfactory, their central banks- 
will not be able, for some time to come, to regain fully 
their pre-war power of attracting and keeping gold. 
It also improbable that the rupee will reach much more 
than half of its pre-war value in commodites, because 
the possibilities of deflation, as explained later, are limited. 
On the whole, it is probable that, in the near future, tie 
positions of the purchasing • powers of gold and the ruj ee 
as compared wdth those before the war will be nearly 
the same, and that the normal rate of exchange between 
•them will be in the neighbourhood of Is. 4d. gold, , 

Similarly, the normal rate of exchange between ti e 
rupee and the pound sterling depends upon their relative 
pui chasing powers, h e. upon the general price levels n 
India and the United Kingdom. Applying M. Cassel’s 

l-j w lilt at'fctially occurred. The pupchai.*!iig power of 
gold rcache j its lo vv«-st pomt m the midvlle of 19 .^ 0 , and af tax'- . 
wardd kept lecovciung steadily. • - 
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ported the normal rupee-sterling exchange was in the 

_ early part Of 1921 it was in the neighbourhood of Is 7d 

/mg her utmost to establish parity between the paper 
.„d tie goldsoveteign, mdeco.on.ietei^ 
p,g,„ .„o M. Cassel believe it to be pactieable. 
Wleath. object i. .ttoin.d, a, apee-sterliog eioW- 

^d the n.^.goId eichmge will be egniv.leot, ee wi, 

the case before the war. 

■■ t conclusion also of the Committee, that a 
high level of exchange was advantageous to India on social 
and economic grounds, cannot be accepted. The main 
reason which led the Committee to comeJthis concluln 
that high exchange would produce the effect of check- 
in,, the rise of prices in India. It has already been ex- 
piamed that this rise was due primarily to the inflation of 
o™, brought .bout bp the ovcficc .otcc oTtll 
part Of the Government. The remedy for checking the evff 
of tbe rise in prices should therpfnr^ i ^ 

o/ailiug tie opoLtiou of the o.me wbfcb bro” vbub! T 
tte <rt, mmdy m coutiactiog the note isuc. la spite 
. l.gh lovel .1 „cl»g., the ptogpcssivc vise i. pticcst^I 

It w.. .flowed to 00Pto„. It i. difficult t<>™de«,whv 

tb. Cojuuutte. ,guo„d .tact eoMpletelp thi, tad.m.uW 


eauHe ol tlie Indian currency and exchange troubles. 
This action of the Committee was in strong contrast to that 
of the Cimliffe Currency Committee, which clearly 
pointed out the existence of the evil in England, although 
opinions may differ as regards the efficacy of the remedies 
it proposed. Moreover, although high exchange may have 
tlie effect of checking the rise in prices, and low exchange, 
rif fostering it, so far as economic theory goes, it is doubtful 
whether its actxial effect will be substantial in the peculiar ' 
conditions of India, wdiere the force of custom is still more 
powerful and the play of free competition less so, than in 
the West, and where the currency, instead of being free 
and automatic, is managed by the Government at every 
stage and in every detail. These doubts are strengthened, 
by past experience, which is revealed by the following 
figures : — 


Year 

Index Num- 



bers for 
prices of 
food-grains. 

Excliange, 

1873 . . 

100 

23d to the rupe^ 

1894 

114 

33d 

1912 .. 

189 

16d 

: h . . 


Table 38. 


It |viii thus be seen that although exchange fell by as ■ 
liiucli alslO ci between 1.873 and 1894, the prices offoodgrains 
rose by 14 points only. Then, although exchange rose only 
by 3d. between 1894 and 1912, the rise in the prices of food 
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grains was 75 points, prices in the United Kingdom -m a 

gold basis rising only by 20 points during tbe same 

period, 

■ Tbe Committee admitted that a rise in exchange 
had the effect of encouraging imports and checking exports, 
ut it maintamed that this effect was transitory, and did 
not continue bejmnd tbe period necessary for wages and 
other elements of cost to be adjusted to the new conditions. 
This « correct m theory, and it is difficult to agree with the 
the contention of Indian .-xport merchants that theii 
trade would be periniinentlyand altogether ruined by high 
exchange. But, the process of adjustment, upon, which the 
Committee relied so much, will be difficult even in the 
^\estern countries, and m the conditions of India, mem 
tinned abo.e, it will be particularly difficult, and the period 
of transition will be neces.sarily prolonged, durins which 
India’s export trade, .-hich is much more important th.an 

the import trade, may silver a considerable injury, and 

the balance of trade may be so affected as to disturb the 

monetary system established in ac ordance with the 

recommendations of the Committee. * That the Committee 

was aware of the existence of these difficulties will be seen 

from the important qualification which they adde^ 

that if a great and rapid fall in world prices were to take 

:^e so as to check Inlian eeports, on account of the 
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failure of tlie costs of production in India to adjust them** 
selves with an equal rapidity, measures to suit the altered 
conditions, implying the lowering of the exchange value 
of tl e riii'ce, should he taken. In these matters, western 
standards are not yet fully applicable to India, and the 
play of natural economic forces is slower in India than in 
the West. The same ccnsideraticnsapply toindian indus- 
trial development. They, however, apply to a greater 
extent, lecaiise most of the Indian industries are new, 
being stailedas a result cf the war, aresiiferingallthe dis- 
advantages that spring from a lack of experience, and 
possess no secure markets, even the Indian market being 
in the grip cf foreign competitors. These competitors 
themselves ]:ave admitted that the rise in exchange helped : 
them a good deal, and no better evidence of it can be found 
than in the report of the United Kingdom’s Trade Commis- 
sioner in Calcutta, on the prospects of British Trade wdth' 
India. This would more than wipe out the indirect advan- 
tages which, in the opinion of the Committee, the Indian 
industries miglit derive from high exchange. Moreover, it is 
significant that the Committee merely expressed the view 
Indian industrial development would not he seriotishj 
hampered by a high level of exchange, tacitly admitting 
thereby that , it would be hampered to some extent. But, 
as the development of Indian industries has been empha- 
sised upon, in the preceding pages, as one of the most 
vital slips in India’s economic advance, it seems that any 
policy, which tends to hamper that development to any 


extent, must be regarded as detrimental to India’s 
economic interests.* 

itli regard to the third conclusion of the Committee 
that the balance of advantage lay on the side of fixing the 
exchange value of the rupee in gold rather than in sterling, 
It vas seen above that its acceptance by the Secretary of 
State, instead of producing stability, led to confusion and 
violent fluctuations in exchange unparalleled before. The 
Committee as well as the Secretary of State could probably 
have foreseen the undesirable consequences of making 
the rupee-sterling exchange entirely dependent upon all 
the fluctuations and fortunes of the dollar-sterling ex- 
change, and of the undertaking to sell Reverse Councils 
on this basis. India’s economic relations %vith .sterling- 
using countries were far more important than those witlr 
countries on an effective gold basis, and it was the fluctua- 
tion of the rupee-sterling exchange, which mattered moist 
for India, and which the Committee was appointed 
to remedy. If the Committee wanted to make the rupee 
worth 2s. when the pound sterling again became equivalent 
to the sovereign, it should have recommended that, during 
the continuance of the depreciation of sterling, the Secre- 
tary of State should endeavour to stabilise the rupee-sterling 
exchange at some higher lev el, say 2s. lOd., determined 

manent lorn o£ 
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after taking into consideration tlie average sterling depre- 
ciation, by selling Council drafts in London and Keverse 
Councils in India at that rate, when exchange tended 
to rise above or fall below it, and that he should ultimately 
bring it down to 2s. by lowering it gradually by two pence 
at a time, along with a definite reduction and ultimate 
disappearance of the sterling depreciation; but it is ver\^ 
doubtful whether efforts in this direction for stabilising 
exchange would liave succeeded, because the level chosen, 
namely 2s. gold, was too high . Th e best chances of stabilis- 
ing the rupee -sterling exchange appear to have been 
afforded at that time by an endeavour to do so at the rate 
of Is. lOd. by the above method, so as to bring it down 
uitiinately to Is. 4d. when the pound sterling should again 
become equivalent to the sovereign. Thus, all these 
considerations seem to show that it was neither necessary 
nor desirable to fix the exchange value of the rupee at 
2s. (gold), the rate recommended by the Committee. 
Moreover, if it did not see its w'ay to recommend a rate 
lower than 2s. (gold), the wisest policy for the Government 
would probably have been to fix no rate, but to go *on 
as before, till times became more normal, the temporary 
■ disturbances ,siifficiently..worked themselves out, and the . . 
price of silver became more stable. All other considerations 
were sabordinated by the Committee to that of the 
stability of exchange, but even this advantage was not 
secured, when its recommendations were put into force. 
And even if it had been secured, the same query might 
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have been put to the Babin'^ton Smith Committee, whiciv 

put by Professor Nicholson to the Chamberlain Com- 
mksion. ‘‘In all the various changes the dominant force 
has been the stability of the foreign exchange value of the 
rupee' in relation to gold. If this is secured, does it follow 
that all the other funetions of good money arc fulfilled by 
the rupee as so managed ? 

The other recommendations Committee may 

now be consiebred. Their view that Council drafts were 
being sold not for the convenience of trade but to provide 
for the H )me Charges was thoroughly sound, but it is 
difficult to accept its recommendation that there wcukl bo 
no objection to the sale of drafts on the part of the Secretary 
of State in excess of his immediate requirements, 
when a trad 5 d3raand for them existed, duo regard being 
paid to his convenience and the proper location of the 
reserves, because such a sale would tend to economise 
the movements of gold. It has been explained before 
that the sale of Council drafts has the efiect of diverting 
the payment of India's balance of trade from gold to 
silver. In all other countries, the requirements of trade 
are fully met without any active intervention on the part 
of the Grovernment in the shape of the sale of Government 
bills. In all other countries, the Governments merely 
provide machinery for coinage, and leave it to its own 
automatic action, excepting the provisionof subsidiary 
coins. There seems to be no reason why India's trade 


should l>c conducted on lilies different from these. It 
is most desirable tliat the Indian currency and exchange 
systeiii should be left to its own free and automatic 
action as far as possible, and therefore, as Mr. Dalai re- 
coiiiiiienfled, the sale' of Council drafts should be: restricted 
to the amount defined in the Indian budget as required 
■ to be remitted to the Secretary of -State. ■ 

It is noticeable that, although the Smith Committee 
agreed wit Ii the Chamberlain Commission that the currency 
most suitable for the inteinxl needs of India consisted 
of rupees and notes, and that it would be to India's ad- 
vantage to keep gold in Government reserves available 
for foreign remittance and not in circulation, its recom- 
mendations regarding the gold question were more 
liberal than those of the Chamberlain Commission, and 
were a substantial step in the direction of allowing India 
an unrestricted use of gold, essential for establishing 
a sound monetary sjostem. The Committeehs attitude 
and recommendations in respect of the silver problem 
were also sound. 

m 

In the matter of the Paper Currency Reserve, in order 
to introduce some elasticity into thepaper currency system, 
and to obviate the necessity for constant fresh applications 
to the Legislature to be allowed to increase the amount 
of the invested reserve as the circulation grew, the Commit- 
tee recommended that the system, under which the- 
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invested portion of the reserve must not exceed a fixed 
maximum, should be replaced by the regulation that 
the metallic portion of the reseve must not fall below a 
minimum percentage of the total issue, and suggested 40 
per cent of the gross circulation as the suitable minimum. 
As regards the composition of the invested portion of th(( 
reserve, the Committee recommended that the amount 
to be held in Government of India securities should be 
limited to Rs. 20 crores, the amount permissible undei,' 
the tenporarj^ legislation then in force, and that the 
balance should be held in securities of other Governments 
within the British Empire. Of this amount, not more 
than Rs. 10 crores might be invested in secmities> 
redeemable at a fixed date, but with more than one year's 
maturity. The remainder should be held in securities 
. redeemable within a year. However, in view of the 
difficulty of maintaining in the immediate future such 
a large proportion of the reserve in metal as 40 p'er cent, 
the Committee .saw no objection to the retention, for a 
limited period, of the permissive maximum of Rs. 120 crore.s 
fOxisting at the time for the fiduciary portion of the reserve. 
As to the location of the reserve, the suggcistion was that, 
as it existed primarily for the redemption of notes in India, 
Cne gold and silver in it should be held there except 
for temporary purposes, such as awaiting shipment. To 
meet the seasonal demand for additional currenev, the 
Committee, in addition to the ekstioity in tiie note 
issue provided by the a„ove recommendations, furthc-c 
♦’ 
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recommended, as an experimental measure along the linei^ 
of the Federal Eeserve hTote system in the TJ, S. A., the 
issue of notes up to Es. 5 crores as loans to the Presidency 
Banks at a rate of interest not less than 8 per cent, on 
the security of export bills of exchange maturing within 
three months. 

These recommendations were accepted and were 
incorporated, with some changes, in the Currency Act 
1920, which prescribed the permanent constitution of the 
Paper Currency Eeserve, to be established ultimately^, 
and tlie temporary arrangements to be made until effect 
could be given to the provisions relating to it. With 
regard to the former, the Act laid down that the metallic' 
portion of the reserve should be 50 instead of 40 per cent 
of the gross circulation, and that not more than £ 5 million 
of it might be held in England, this sum being regarded 
as sufficient to cover the value of gold purchased there, 
and awaiting shipment, or the amount held there in anti- 
cipation of its use for the purchase of silver; that, save to 
the extent of 20 crores, which might be held in securities 
of the Government of India, the balance should be held * 

in securities of the United Kingdom of no longer 
maturity than 12 months ; that of 20 crores of rupee 
securities, 12 crores might be securities created by the 
Government for issue to the reserve; and that currency 
notes up to an amount not exceeding Es. 5 crores might 
be issued against bills of exchange of a maturity of not 


370 


more tlian 90 days. The temporary arrangements nntii 
tlie permanent measures could be introduced were that the 
permissive maximum limit of Rs. 120 crores for the fiduciary 
portion of the reserve consisting of both Indian and English 
securities was reduced to Es. 85 crores, and that in order 
to hasten the establishment of the permanent constitution, 
the Government bound itself to pay into the Reserve ail 
interest derived from the securities in the Reserve as well 
as that accruing from the Gold Standard Reserve, 
after it reached the sum of £ 40 million, of which it was 
then only £ 2i million short* 

The provisions that the gold and silver in the Paper 
Currency Reserve should be held in India, with the excep- 
tion of £ 5 million, which may be held in England, and that 
in order to secure some elasticity in the note issue, note>s 
to the extent of Rs. 5 crores may he issued on the security 
of export hills of exchange, deserve full support, but the 
adoption of the Committee’s other recommendations, that 
the principle upon which the note issue had all along 
been based, namely that the invested portion of the reserve 
must not exceed a fixed maximum, should beabar drned 
in favour of the regulation that tlie metallic portion of the 
reserve must not fall below a minimum per centage of the 
total issue, that only 40 per cent per cent in the 
Government’s opinion) of the gross circulation should be 
regarded as the suitable minimum, and that for some time 
the minimum may continue to be even lower, may prove , 
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■dangerous. Ifc has been mentioned above that the Com- 
mittee appears to have adopted a faulty attitude towards 
the question of the note issue, unsuitable to present Indian 
•conditions, and this belief is strengthened by these re- 
•commendations. It has been already mentioned that 
Western standards are not yet fully appplicable to 
India in currency matters, and this is especially the case 
m respect of the problem of note cii-culation. Even before 
the war, when the position of the metallic portion of the 

reserve was exceptionally strong, the confidence of the 

people m the note issue was not quite strong. Since the 
war, the weekly statements issued by the Cun-ency Depart- 
ment having been watched with attention and the gradual 
■weakening of the metallic proportion of the reserve aroused 
a considerable distrust in the note circulation. Indian 
economists and commercial leaders seem solidly to favour 
the mamtenance of the largest possible metallic backing 
l or the notes, and infinitely to prefer it to any profits that 
may accrue from investments. Moreover, in the past 
these profits have been wiped out by the periodical wnriting 
town of the capital value of the investments. Purthes, 
even if any economies would be secured by large invest- 
ments of the reserve, they would be dearly purchased by 
the weakening of confidence, which they would produce. 
Again, if the investments .are not realisable 

when required, the reserve ceases to perform the 
functions for which it is built up. This is 

what actually occurred during the war. It therefore 


seems desirable tiat the invested portion of the reserve 
should be limited to Es. 30 crores to be held in the Govern- 
ment of India securities, that the whole of the balance 
except £ 5 million mentioned above, should be held in 
gold and silver in India, and that the notes should be 
made convertible either into gold or rupees at the option 
of tile Government. 

The same considerations, mutatis mutandis applv 
to the Gold Standard Eeserve, whose raison d’etre 
is the support of exchange. The supporters of the gold- 
exchange standard including the Chamberlain Commission 
gave their entire thought to the disturbance of exchange 
resulting from India’s balance of trade becoming un- 
favourable, owing to bad seasons and crises in India, and 
therefore, they always favoured the location of the whole 
of the Gold Standard Eeserve in London. They 
never directed their attention to the possibilities of a 
disturbance of exchange resulting from an abnormal increase 
in India’s favourable balance of trade due to a war or 
crisis in England, and to the necessity of keeping the 
reserve in India. These .atter conditions were actually 
brought about by the war, and India’s currency and ex- 
change difficulties would have been substantially less if the 
reserve had been kept in gold in India. Then, the gold 
could have been made available to the public against tem- 
porary investments in England, and this would have largely 
obviated the inflation of the note issue, the scramble for 




silver wliieli raised its price, and tte rise in exchange, that 
took place as a result of the war. But the reserve was 
held entirely in England in securities, which_ proved 
unrealisable. It is therefore surprising to find that, 
in spite of this lesson of the war, the Smith Committee 
considered London to be the proper place for the location 
of the reserve, on the ground that the object for which 
it existed was to afford protection against a fall in exchange 
by meeting demands for sterling remittances to London, 
and that it recommended that not more than !^alf of the 
gold in the reserve might ultimately be held" in India and 
made available to the public for foreign remittance either 
by export or by transfer to the Paper Currency 
Beserve in India against a corresponding release froiU' 
the reserve in London, only as a concession to Indian- 
sentiment. Moreover, the Committee thought that, * 
■although the Gold Standard Eeserve should contain 
a considerable proportion of gold, it would not be possible 
■for some time to obtain gold beyond meeting the needs 
of the Paper Currency Eeserve and hence it recommended 
that the Gold Standard Eeserve should be held in securitses 

with early dates of maturity. But, if India possessei 
sterling securities in that reserve, and if she is 
entitled to mobilise them into gold, it is -difficult to 
understand why she should not be allowed to do so, 
in addition to meeting the needs of the other reserve.' 

It seems most desirable that as soon as possible the whole 
of the reserve should be held in gold in India. Then the 



m golu ui inam wouici oe tuat it would be a source of 
great strength to the Government of India, which has 
heavy financial responsibilities in the shape of postal 
savings b'ank^ deposits, Ti-easury bills and short-term, 
loans, in a country which is liable to financial panics, 
and in which the banking credit is small in relation to the- 
magnitude of the Government responsibilities and the 
size of the country. The recommendation of the Committee 
that the profits from the coinage of silver should continue- 
to be credited to the Gold Standard Eeserve, may be 
accepted, not only for the reason given by it, namely that 
if the normal current of Indian trade was adversely affected' 
by a rapid fall in prices, a heavier call might be made on- 
the reseiwe for supporting exchange than had been made 
in the past, but also for the reason that, if the reserve 
is to be used in the future for meeting difficulties due to a 
large increase in the favourable balance oftrade,the war has 
shown, that very heavy calls arc likely to be made upon it. 

One of the lessons of the war has been the failure 
of the gold-exchange standard, whose basis is the economj’- 
of gold secured by concentrating it in central reserves^ 


jukI making it available for foreign remittance purposes^, 
the internal circulation consisting of rupees and notes 
convertible into gold for remittance, at a fixed rate.. 
Till the end of 1920, this standard was proof against 
the difficulties resulting from an unfavourable turn in 
t he trade balance, but was not so at all against those 
arising from an abnormal increase in that balance,, 
with the result that, as mentioned above, the Government 
could not obtain enough silver for its disbursements, 
that it practically forced notes upon the ppople, and so 
depreciated them, and that the reserves invested in 
securities could not be mobilised into gold, which would 
have proved most useful in meeting the difficulties of the 
Government.* Even the Smith Committee, although 
making a show of maintaining the standard intact, had 
to abandon it in two fundamental respects and to conform 
to the gold standard. Firstly, it abandoned the essential 
principle of the economy of gold by recommending free 
coinage and circulation of gold. Secondly, the principle 
adopted by the Committee that Council drafts 
^ve^e not sold for the convenience of trade, although 
sound, as explained before, knocked the bottom 
out of the goid-exchauge standard , namely the 
cancellation of trade indebtedness, with the greatest 
economy of gold, through the provision of cheap 
facilities for remittance to and from India. The only 

^ Moreover in the early part of 1921 th-^ standard ceased to be 
proof even against the difficulties caused by an unfavourable 
balance of trade, and exchange fell below Is. 4ci (sterling). 


solution of India’s currency and excliaiige difficulties 
seems to lie in the adoption of a gold standard and 
a gold currency. It is true that economy of gold is an 
object to be aimed at, and that gold in circulation is less 
useful for remittance purposes than gold in central 
reserves, provided that the reserves are kept available 
at ail times. But it may be pointed out that this internal 
economy of gold was attained in the United Kingdom 
before the war, when its currency system was healthy, 
by a remarkable development of the deposit-cheque system, 
and was immensely helped by the gro’wth of the method 
of cancelling or avoiding gold imports in the settlement 
of favourable foreign exchanges, by means of foreign 
investments. For any substantial development of tliese 
methods, the people of India, a subject people with a history 
of centuries of insecurity of private property, are totally 
unprepared at present, and any attempts to force upon them 
an internal economy of gold before they .are educated up 
to it, are bound to aggravate India’s currency ills instead 
of curing them. The aim can be achieved only gradually 
by a steady development of the banking habit in the 
people and by creating confidence in the note issue, 
and in the meanwffiile a free circulation of gold will go a 
long way in ensuring health and stability to India’s 
currency and exchange system. 

Finally, it seems essential to emphasise the necessity 
of abandoning as far as possible the official management 
of the Indian currency and exchange system at almost 
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every stage and in every detafl, and o£ leaving it to its 
own free, open, and automatic action, in conformity 
witi natural economic principles. The play of economic 
fOTcesis diverse and intricate, and any official interpreta- 
tion of it in any country is likely to be often incorrect. 
Moreover, \yberever official management is necessarv, 
it sliotdd be in the hands' of the Government of India 
and should not be left to the decision of the 
Secretary of State.=<- The latter operates from 
a distance of six thousand miles from, the Indian 
financial centres, remote from all Indian economic 
thought and influence, and in direct touch with and under 
the influence of the London money market. Moreover 
It IS often impossible to obtain any information in India 
ot the reasons which guide his actions. The Government 

of India, on the other hand, is in close contact with 
Indian views, and its Finance Ministers have for some 
years past kept themselves in personal touch with 

hTZ Z opinion 

+ mainly because all 

o State. It seems therefore essential that in futum 
all decisions on India’s currency and exchan^! , 

Should be left to the Govefnmen^ of Ini teTe 

by It, with the advice of the Indian finanel i '' 
cial community, and with th: rnet^f;^^^ 
^_^£enlaiged^lative Assembly. 
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CHAPTER X. 
« 


The Banking System. 


At the time of the outbreak of the war, the Indiart 
l.>aii]iing system as a whole was very weak on accoiint of 
the banlcing crisis of 1913 and the subsequent failures. 
The position of the Presidency and Excliange banks was 
quite sound and sufficiently strong. The former enjoyed 
the prestige derived from acting as bankers tothe * Govern- 
ment and were strictly restricted in their business by law 
the latter were backed by very powerful financial interests 
abroad and most of them had existed for many years. 
The weakness of the system was due to the unsatisfactory 
condition of the Indian Joint-Stock banking, resulting in 
numerous failures, which commenced in 1913 and con- 
tinued till 1917. The extent of the catastrophe may be 
realised from the fact that during these years no less than 
87 banks had to be liquidated, and that no less than 34 
per cent of the total paid-up capital of Indian Joint- 
Stock banks was lost in this way. It seems necessary 
to examine briefly the causes of these failures in order to 
find out how far the war enabled the system to remove 
the defects, which had thus been brought to light. During 
the decade preceding the war a large number of mushroom 
banks grew up in Western India, the Punjab and the United 
Provinces, and having developed in smooth times and not 
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liaving existed long enough to remember any previous 
crisis, they conducted their business in violation even of 
the elementary priciples of banking.* In the first place, 
they had an imposing authorised capital, but the sub- 
scribed capital was far smaller, and the paid-up capital was 
still smaller. The aggregate subscribed and paid-up 
capitals were only 40 and 14 per cent, respectively of the 
authorised capital. This deficiency of capital made them 
almost wholly dependent upon deposits for conducting 
their business, and in order to attract them they offered 
much higher a-ates of interest than tiiey could really afford, 
if they had conducted legitimate business only. Therefore, 
m order to be able to pay the high rates, they employed the 
funds at their disposal in the most hazardous enteirrises. 
Large sums were locked up in speculative dealings in silver, 
pearls and other commodities, long-term businesses were 
, financed without efficient investigations into their sound- 
ness on the chance of earning large profits, and short-term 
deposits were used for this purpose, and too large a 
proportion of the total available funds was freqnently 
sunk in a single business. Many of the directors and 
managers had little knowledge either of the principles or 
of the practice of banking, and some of them resorted even 
to dishonesty, fraud, and criminal mismanagement. Thus, 
they lent the funds’ of the banks of which they were the 
directors or managers to themselves or to concerns in 

Indian Currency & Finance, pp. 223 - 25 . 
mA Shirras, Indian B^inace & Basking, pp, 365 - 7 . 


wliich tliey were directors or partners ; tliey made away 
with the assets of the banks by showing in the books, 
debts due to the banks that did not exist ; to hide all this 
mismanagement and fraud the books were left in an 
incomplete state, not being written up to date, or they 
were falsely made up ; window-dressing was freely resorted 
to in making up the balance-sheets ; and in a few cases 
dividends were paid out of capital. After knowing this, 
it will not surprise any one to know that very low' cash 
reserves were kept, amounting in the aggregate to no more 
than 10 per cent, of the liabilities. These wde hopelessly 
inadequate to seiwe itheir purpose in a country like 
India, where the banking habit is still far from being 
formed. 

It must not, however, be supposed that the above 
-description of the causes of the banking crisis and failures 
was applicable to ail the Indian Joint-Stock banks. Many 
of them, especially the larger and the older ones, conducted 
their work on sound lines, and, although not so strong aa 
the Presidency or Exchange banks, were strong enough to 
withstand the crisis without untoward consequence^. 
The description applies chiefly to the small banks which 
rapidly sprang up after 1904. Again no conclusion regard- ’ 
ing the capacity of Indians to manage joint-stodr banlcs" 
can be drawn from the bank failures, because a common = 
feature in the early history of joint -stock banking in everv ■ 
country including the United Kingdom has . been a large 


number of bank failures. Dr. Andreade? points out that; 
from 1820 to 1870 the Bank of England came to 
the verge of bankruptcy every 10 years/^' while- 
the lists of banks that failed in the United Kingdom and 
if the U. S. A. are of enormous length. Failures are in- 
I evitable during the infancy of joint-stock banking in any 
I country, and India has not yet passed through that stage. 
Nevertheless, it is quite true that the method pursued by 
many of the Indian Joint-Stock banks were such as to 
invite the most serious crisis, and that, when it actually 
came, they were altogether unable to resist it. The crisis 
was aggravated by the complete absence of co-operation 
between the Indian Joint-Stock Banks themselves, or 
between them and the Presidency and Exchange Banks.^ 
This was the result of the complete decentraiisation of the 
system, i, e, of the absence of a national 
bank, which in a Western country guides the general bank- 
ing policy of the country, and endeavours to mitigate a 
crisis by remedial action^ 

Having thus examined briefly the position of the 
Indian banking system just before the war, we may 
proceed to consider the developments that arose after- 
the outbreak of the war. The best method would be to- 
combine the balance-sheets of individual banks into three. 

* Andreades, Histoiy of the Bank of England, p. 404. 

^ Malaviya’s note to the Report of the Indian Indus- 

trial Commistton, pp. 337-8. 


■the iirst for tiie Presidency banks, the second for the 
Exchange banks and the third for the thirteen major 
Indian joint-stock banks, and to examine the various 
items on the sides of liabilities and assets. In doing so it 
should be borne in mind that the conditions of the comitry 
from the banking point of view are yet very different 
from tlio.se m the West. TJie population is vast, scattered, 
•andlargi'ly illiterate; the means of communication in many 
piuts aiv defective ; the countin' is in a state of industrial 
transit imi : jt ha.s passed through numerous^ curroncc 
difficulties; the joint-stock banking has gr’own recentlv 
and has not yet passed through the initial stages ; it has 
been^ allowed to grow without any central control or 
‘definite policy , every nine out of ten men keep their 
savings with themselves , or are under the sway of the 
usurious money-lender, and the tenth lias only irregular 
dealings with Lis bank, has littio confidence in its soh^ncy 
and makes a ran upon it at the first sign of any trouble. ; 
Thu.s, it becomes clear that Western staudards are not yet 

fully applicable to the Indian banking system. For “in- 
stance, a proportion of cash reserve to liabilities, that mtiy 
be I'onsidered adequate in a Western country, would be 
far -uom being so in India. Hence any judgment upon the 
s rengtli of the Indian banking system would lose much of 
Its, value, if the difference between Indian and Western 
conditions is not adiquately: taken into account. 

One of the striking features of the system was the small 
amount of capital and the relatively large, amount of 
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busniess handled with it. Althougli this enabled the banks 
lo pay good dividends v/ith a narrow margin of profit on 
their turnover, it was an element of Aveakness and was 
fraught with dangers under the prevailing conditions 
of the countrj-'. An examination of the throe combined 
balance-sheets given at the beginning of this chapter 
shows that the position of the banking sj'stem from this 
point of view further weakned during the war. Wliile 
the amount of the business handled by it increased to a 
large extent, t^e increase in bank capital and reserves was 
small. The capital of the Presidency and Joint-Stock 
banks remained the same as before the war, but the reserves 
of the former slightly diminished, while those of the latter 
slightly increased. The capital and reserves of the Exchange 
banks increased appreciably, but they have numerous 
branches out of India, and the W'hole of their capital and 

reservescannot be said to belong to the Indian system. How- 
ever, it isnotpoissibletolind out the share of their capital and 
reserves that may be assigned to their branches in India. 


- Ibe most striking feature of the Indian banking 
system during the war was the great increase in deposits.. 
At the end of 1917 as compared with the end of 19X3, the 
deposits of the Presidency banks increased by 78 per cent, 
those of Joint-Stock bants by 49 per cent, those of the 
Exchange banks in India by 83 per cent, and the total 
deposits of the Indian banking system by 65 per cent. At 


rleclmecl appreciably, but tbe'total deposits of all the banks 
increased further to a substantial extent. This increase> 
led tlie unwary to conclude that India enjoyed an un- 
precedented prosperity during the war. But, in reality 
most of the increase was merely an evidence of indebtedness- 
and inflation and not of prosperity, because most of the in- 
crease in the deposits consisted not of cash paid in, but of cre- 
dits borrowed. This creation of credit furtilier increased the 
means of payment in the country, which were already 
i-ficreased by tbe expansion of the paper curr^cy, and led. 
to a further rise in prices. The creation of this large mass of 
credit was mainly the result of Government war finance. 

The 'Government of India financed its own war expendi- 
ture m India as well as that on behalf of the Home 
Government, by means of raising loans and obtaining 
credits in the form of Indian Treasui}'- bills. The banlrs 
had to purchase large amounts of war loans and Treasury 
bills tfiemselves, as well as to grant large amounts of credit- 
to their customers to enable them to make similar 
purchases. These purchases of loans and bills were paid 
for by means of the grant or transfer of credit to this 
Government which transferred it to the public by- 
means of payments to contractors, manufacturing firms 
etc. The result was that the deposits of the banks 

were increased by the amount of their subscriptions to 
the Government loans and bills, and by the amoim. 
of the g»,ted by tW t„ ,1,;, ^ 

eaeblethem to n»ke si„il„ pOToi.seB. Itietmetba* 
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a part of the increase of deposits consisted of cash paid in, 
and would have taken place in normal conditions. But that 
was a comparatively small part, and a very large, part of 
the increase arose out of the inflation of credit, and was an 
evidence of indebtedness only. Moreover, a comparison of 
the increase of deposits in India with that in the otheTf prin- 
cipal countries leads on the whole to unfavourable results. 

Bank deposits in prinoipal countries in £ million* 

® of End of Percentage 
German V increase 

'5|v, :::::: Sll ‘•S g 

sa* - - Bm sss a 

S'rance . . ‘ ‘ 3?^ 

Australia .. " " f* 

Canada i; 31? 209 S» 


It is evident that the case of Germany wa 
bsdj And that inflation of credit had proceede 
there to a far higher stage than in India. It is true tha 
the proportion of the increase of deposits in Japan and th- 
U.S.A. was substantially higher than in India, but takia; 
into account the enormous inSrease in their foreign trade 
and the failure of India’s foreign trade even to reeovej 
.completely from the adverse effects 'of the war 
■which was considered in an earlier chapter, it is only 
iair to conclude that a larger propoitim of the increase 
in these two countries than in India was an 
of wealth and not of mdebtednoss, although it is 
ji^t possible to find out the exact proportions, and that, 
.fel^^tipg the increase of deposits resulting from a real 
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iacrease of wealth, it cannot be said that inflation of credii 
proceeded further in the two countries than in India 
Then it is surp^sAgto find that, although the United King, 
dom and Krance had to bear far larger burdens of waj 
finance than India, the proportion of the increase of deposits 
in France was even slightly less than in India, and that 
the proportion in the United Kingdom was only slightly 
higher. Canada and Australia fared much better 'than 
India in this matter. Thus it appears that till the end 
of 1917 India did not fare better in resoect of t.he 


Presidency Banks 
Jidxchange Banks. .. 

< 1 ) Banks doing a considerable por- 
. vs business in India . . 

< 2 ) Banka wiiicb are agencies of 
large banks doing business all 
oyer Asia 

Indian Joint Stocks Banks. * ' 
(1) Major Banks with capital and 
£0?6rve of Bs- 5 lakhs and over 
(1.) Minor Banks, with capital 
and reserve between Bs. 1 and 
6 lakhs . . 



It has been already mentioned that one of the priiicipa 
causes of the crisis and failures of 1913 wastho inadeyuacv 
cash reserves. The crisis taught the banlis which survived 
3 a^good lesson, the importance of which was made mom 

IZ " experiences at tl,e outbreak of the 

aerefore, during the war they endeavoured to 
sstrengtlien tlieir cash reserves, anc 

do so by the fact that the profits ( 
normal times would have been in^ 
of new enterprises or in the e.vpans 
or remitted To London, could uoi 
•ways on account of the abnormal r 

were kept with the banks. The increa, 
of the Exchange banks was speciall 
due to causes peculiar to themselvei 
difficulty of obtaining remittances frc 
and also of the delays in cables, the 
found it neoesssary to maintain pi 
balances, and did so by imports of f 
to their resources was till the end of 
factor m tlio increase of the cash balan< 
banks, which are bankers’ banks,, a 
Exchange banks keep a portion of 
deposit. At the end of 1918, the pn 
liabilities declined considerably in 
•Presidency banks, and the Excha^e 1 
part of their business in India. 
porary, and calls for 


because their 


i-inanci'al position has been very strong. It is satisfactory 
to note that the iinprovenient in this respect was on the 
whole kept up in the case of the Indian Joint-Stock banks, 
w}}ich cojistitiite the most vulnerable part of the Indian, 
banking system. 

After tlie iibove explanation of the nature of the 
remarkable increase of deposits, tlie large increase in the 
investments of the banks can easiljr be understood. Tlje 
investments of the Presidency banks increased by 142 
per cent, those of tlie Exchange banks doing ^ considerable 
portion of their business in India by 137 per cent, and those 
of the Joint-Stock banks by 53 per cent. This increase 
was mostly du('. to the large purchases of Government 
issues of all kinds by the banks from the outbreak of 
the war, in order to 'assist the Government in its 
war finance. These investments produced the same 
effect on the deposits of the banks as the advances made 
by them. 

With regard to discounts and advances, it will be seen 
that there was a considerable increase in the case of tie 
Presidency and Joint-Stock banks, and that the increase 
.in the case of the Exchange banks was inappreciable. 
The latter was largely due to the restrictions imposed by 
the Government on the discounting of foreign bills, to 
epafclp it 'to 'cope^’wifli the "currency 'T' and' exchange’; 
difficulties explained before- 



Xilus, on tile wiole, tlie Indiaii bani 
during the war. This is shown by the j 
of the 15 most powerful banks in India ( 
dividends in spite of the necessity of writ 
investments in Government securities, whic 
depreciate in value. The remarkable inerei 
was an unfavourable feature, but, from the 

of view, it was met by strengthening the cash 


lef / ’*1 7 ”’ ^'91-3 clearly showed the- 

■ mfe r ir*"' *“ *>*“ »' 

naeiwhicn the country had no definite banking policy' 
and each banlc conducted its business entirelv in its o™ 
-7 without any oontrol&om a central insthution 

. tsson taught by the crisis was reinforcocd by the experi- 

co^triesTn/^^ Tf' principal 

countries of the world, with the exception of the U. 8 4 

- . r . A. realised the grave dangers of a decentralised 

S 77 T " 

just before the outbreak of the war, and worked it m^t 

.tZL . T;* " “• «0, »1 tt. >«.■ I«di.a,o„ 

Thu ■I / T PhBsemoti of ao uncontrolled system 

iiic advantages ftoni the ^ 

— ^ _ existence oi a central banking 

Anderson, Effects of tke Z — 

la ®ranoe and the U. S. A Ima a Money, Qredit and B anlrinf, 

PS. 266 S. *"• Agger, Organised bS®, 


institution were great and obvious, and it was decided to- 
cstablisli siieli an institution by an amalgamation of 
the three Presidency Banks into the Imperial Bank of India.' 
fioveral objections were raised against tlie scheme, such as- 
provincial jealousies, banking rivalries, the difficulty of 
H tiding a competent directorate in the country, and the' 
capacity of independent banks, familiar with local condi- 
tions, to realise local needs -more accurately than the 
branches of a central institution. The difficulties howevei- 
liave been overcome, and the scheme has been put into- 
operation by the Imperial Bank Act of 7920. Such an 
institution was bound to be established sooner or later, 
because all the tendencies had been in this direction, but 
the development was hastened by the war. 

.Although the war afforded a considerable stimulus to 

industrial development in India, it also showed how much 
that development was being hampered by the lack of 
hanking facilities. Progress of branch banking is one of 
the greatest needs of the country to-day, and the solution 
of this urgent problem is being materially advanced by 
the Imperial Bank of India. At present there is almost 
complete lack of banking facilities outside large-sized 
towns. The proportion of tovras with a population of 
10,000 and over, in which the banks and their branches 
are situated^ is o^y 25 per cent. There are more than 200 
districts m which there is no branch of the Presidency 
banks, and only m a few of these is there a branch of a 
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joint-stock bank of any importance.* It is tlj 
surprising that the Indian banking systciu c(Jinpare 
unfavourably with that in other countrie.s from tlir 
of view of branches, capital and deposits. 


countries"" deposits and foreign fradi 

U- K. U. fcs. Canada 
•XT 1017 1017 

ISTumliei’ of banks .. ' 65 54 28 013 

„ „ branches . , 304 0,303 ’ ‘i ann 

Capital £ million . . , 23’*' 88 ' '48‘5> ' 

JOeposits £ millionf .. 118 2,355 5,767 

-Deposits per head £ .. o-7 52 55 aa 

i’oreij?n trade £ 

million . . .. 253 1,840 1,S86 41G 

* Iiiclndos the total capital (£ 15 niHlion) of the Ext'hant 
Indian portion cannot be estimated. 

t Ineludes Savings bank deposits- 


principal 


Table 44. 
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privileges gi-anted by tlie Government, Jias undertal-en to 
establish 100 new brancies witbin five years out of which 
the location of 25 will be determined by the Government, 
and the aim is to continue this progressive nolicy, until 
every town of importance possesses a branch of the 
Imperial banJc. It is true that this extension of bankino- 
facilities will not immediately attract the deposits of the 
public now lying idle in hoards, and turn them to produc- 
tive^ uses. The process is bound to take time, became 
the banking habit cannot be easily created in a community, 
the general level of whose education is very low. But a good 
beginnmg has already been made, because the mere 
establishment of a branch of the Imperial bank in a 
district, conducting Government treasury and public debt 
business, possessing undoubted stability, and makiny 
advances to local traders on reasonable terms, will exercise 
■a considerable influence upon the mental attitude of the 
public towards banking in general, and in course of time 
these branches may fairly be expected to secure a large 
amount of deposits from them, thus effecting a considerable 
economy in the use of the precious metals, and avoidii,.^ 
the existing waste of the resources of the couutrv. * 
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oanl^rn the up-country districts or in their financial sta- 
inhty, so long as they had not at tlieir door the branches- 
of a powerful central institution, to which they could look 
ior guidance at all tunes in their general financial poliev,, 
and for assistance in times of difficulties or of tight money 
'.vhcnthey desired to raise loans bypledging their gflt-edged 
seounties, and in quelling an incipient panic. It is true 
that m the pa.st the branches of the Presidency hanks- 
nctod as bankers’ banks, and rendered assistance of this 
k-ind as ffir as they could. But the guidance and help given 
to the joint-stock banks wore altogether insufficient owing 
to the small number of the branches of tlie Presideney 
banks. In the near future the joint-stock banks will have 
lieliind them the Imperial bank with its numerous branch- 
es, upon which they will be' able to rely for guidance and 
assistance, which will exercise an effective control over 
their discounts and advances and the creation of deposits,, 
tlnns minimising tiie possibilities of a crisis and mitigating 
it.s severities if it takes place, and which will form the 
solid background necessary for the healthy development 
ol various forms of joint-, stock banking, agricultural, 
inrlust-rial and ordinary, of wJiich the country is in great 
need, x-oi such a development, mor8ov’'er, an equally vital 
necessity is a large supply of efficient men, properly trained 
in the modern methods of banking. Tiie establishment 
of a large number of branches of the Imperial bank will^ 
involve the employment and training of a large number 
of Indians, and the demand for and the traininff of these 


men bj tbe ' Imperial bank will immensely stimulate 
their supply for the joint- stock banks. 

The internal trade of the country also will benefit 
substantially from the creation of the Imperial bank and the 
multiplication of its branches. In the past, the Presidency 
banks and their branches gave valuable assistance to 
indigenous bankers in their work of financing the internal 
trade, by purchasing and rediscoimtmg tJieir internalbills 
of exchange called hundis. By the rates whjch they 
charged on the rediscount of hundis, and by their readiness 
or refusal to extend these commitments, they determined 
the provision of credit and the rates charged for it in the 
country money markets. It is therefore clear that the 
Imperial bank, by the extension of its operations through 
a largely increased number of branches, and by employing 
more funds in the rediscount of hundis, will assist the 
finance of the internal trade to a much larger extent thau 
the Presidency banks could do. 

Intimate relations between the Imperial bank a^d 
the Government of India will be established, the aim is 
to develop them further in the course of time, and there 
is no doubt that both will benefit from them. A sub- 
stantial part of the financial and banking work hitherto 
performed by the Government of India will be transferred 
to the Imperial bank, which will relieye the officers of the 
Government of the financial responsibilities, for which they 
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be made permanent, and eventually, when the branches 
of the Imperial banic are established at all the district 
licadquarters, the whole of the Government balances in 
India will be kept with the Imperial Bank, and the inde- 
peiwlent treasury system ■ will completely disappear. 
The control of large Government balances, without having 
to pay interest for their use, will immensely strengthen 
the position of the Imperial Bank, especially during tlie. 
busy season. But, the Government will have to under- 
taice a great responsibility in keeping a large part, of their 
buJauces with the Imperial bank, and is therefore bound to 
taJee special measures for their protection and seouritv, 
and in order to ensure that the Imperial bank should not 
depend upon them imdulyforits cash reserve, and that they 
should be immediately available whenever required. The 
abolition of the Eeserve Treasuries will deprive the Govern- 
ment of its present power of withdrawing at anytime its de- 
posits from the Presidency banks in excess of the guaranteed 
minimum, which enables it to influence the general policy 
of the banks. The Act of 1920 therefore provides for a 
Government representative, who will be the Controller of> 
currency, on the governing body of the Imperial bank, who 
will keep the Government in touch with aUthe important 
developments in the general policy of the bank, and who 
will be empowered to hold up any important action of 
the bank as affecting the Government interests or the 
safety of its balances, pending the orders of the Government 
thereon. He will, however, be armed^ with this powe " 
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•oniy as a safeguard, and tlie necessit-y for it 
likel}"- to arise at time. 


a branch of the Imperiiil 
k prove advantageous bot h, 
t. Through it the bank 

i money market, 

consumption;: in :"the : india-u 
ary of ' :StaH wilt' 

>nge banks, and .will ;be' 
app.ro ve d borrowers,:^ 
notice of the cash balances 
In addition, it is likely that the 
expert advice of the London branch of the bank will be 
taken in lending out the cash balances of the Secretary of 
State. His remittance business will not be conducted 
by it in the near future, but the use by the bank of its own 
resources in the business of rediscoimting bills of exchange 
will probably, m the course of time, show the desirability 
of employing it for the transfer of public funds from IndL 
do London and vice versa. 


bank in London will also 
to the bank and the Governmen' 
will secure a direct access to the London 
will buy and sell bullion for c 
ba;szaars under the control of the Secret, 
rediscount the bills of the Exeha. 
placed on the same footing as th< 
with regard to the loans at short 
of the Secretary of State, 


i.ne Imperial bank will moreover benefit substantial! 

from the removal of some of the restrictions upon workin: 
imposed by the Presidency Bank Act of 1876. It i 
true that the present strength of the Presidency bank 
rs larply due to the wholesome checks impo.se d by that act 
But it was framed.forty years ago, when the bauhs 


far less stroll. tliaii at tlie end of tlie war, and imposed 
restrictions, which were beneficial and necessary then- 
but which had become needless in the course of time, and 
merely hindered the further development of the banks. 
However, one unnecessary restriction remains, and it is that 
the Imperial bank will not be allowed to conduct any 
exchange business directly by discounting foreign bills of 
exchange. The continuance of the restriction has been 
defended on tw'^o grounds, firstly that the exchange business 
involves considerable risks, and secondly that, if the Impe- 
rial bank were to compete with the Exchange banks 

in this business, it would iose'the use of the balances main- 
tained by them with it. However, it may be pointed outi^ 
firstly that up to now no Exchange bank has failed, and 
that all of them have earned large profits especially in 
recent years, and secondly that the Exchange banks will 
not be able to dispense with the services of the Imperial 
bank, which will be the bankers’ bank. In the past the 
Exchange, banks have looked to the Presidency banks 
for guidance and assistance in times of trouble, and they 
cannot expect to obtain the same from the Imperial bank, 
unless they keep substantial balances with it. It is probable ^ 
that the maintenance of this restriction upon the working 
of the Imperial bank will merely serve to preserve, the , 
monopoly of this business for the Exchange banks. 

In addition to the above advantages, which will be 
mutually secured by the Government' and the Imperial 



bank from the creation of intimate relations between tlieiHy. 
others are likely to arise in the course of time. The manage 
inent of the paper currency is an instance of this kind. 
It will not be possible to transfer this management to the 
Imperial bank in the immediate future, as the position of 
the paper -currency is unsatisfactory and uncertain on 
account of its inflation during the war. When, however, 
a stable policy is evolved and currency conditions settle 
down, and when the management of the paper currency 
becomes a more or less routine application of firmly esta- 
blished and** sound principles, it will be desirable to hand 
over the management to the Imperial bank. 

The affairs of the Presidency banks will be managed 
by their respective local boards of directors as before, but 
the general policy of the central institution will be directed 
by a central board consisting of the presidents, vice- 
presidents and secretaries of the local boards, who will 
represent the interests of the shareholders, of four 
non-ofi&cials nominated by the Government to watch over 
the interests of the general taxpayer, and of a control- 
kr of currency representing the Government directly. 
Two members selected by the central board from among 
themselves will form their executive. The constitution 
of the central board thus corresponds to that of the Federal 
Reserve Board in the U. S. A. 


Finally, the organisation of industrial banks was con- 
isiderably stimulated by the war. The immense difficulties 


o the middle class industrialists in respect of their 
capital requirements were explained in an earlier chapter; 
but no industrial bank existed before the war to give them 
assistance, largely because the large profits, which were 
secured from the ordinary commercial banking, led the 
banking community to neglect industrial banking. Moreover, 
none of the banks in existence before the war possessed 
the special organisation necessarj’- to enable them to finance 
industrial projects. The business of the Presidency banks 
was restricted by law, and, in addition, they could not lock 
up their deposits in industrial ventures for any'lenith of 
time. The Exchange banka were too busy with the finance 
of the foreign trade to pay any attention to industrial 
finance, and had no resources to spare during the busy 
season. Moreover, the fact that their directorate and head- 
offices were outside India, was an obstacle in the way of 
their taking up industrial banking. Some of the Indian 
Joint-Stock banks endeavoured to finance industrial under- 
takings, but came to grief in 1913 and in the two subsequent- 
years, because they possessed insufficient capital and 
depended mainly upon short:-term deposits. They were 
organised for commercial banking, and did not possess’ 
enough capital, long-term deposits and technical knowledge 
to undertake industrial finance with success. However, 
the stimulus afforded to the industrial development by 
the war showed not merely the urgency of the development 
of industrial banking, but also the great future which 
lay open before it. Secondly, large amounts of capital 



seeking profitable investments became available in tlie 
capital cities on account of the large profits secured by some 
merchants during the war, and therefore sound projects 
for the organisation of industrial banks were likely to 
receive an adequate response from the investing public. 
Thirdly, the difficulties of banks in respect of the technical 
assistance necessary to enable them to know the conditions 
and prospects of industrial ventures requiring financial help, 
had diminished on account of the greater guidance afforded 
by the technical departments of the Government and the 
promise of fnore assistance in the near future through the 
organisation of new technical services. Lastly, the new 
spirit of enterprise created by the war turned into the 
channel of industrial banking, among many others. The 
result of the operation of these factors has been tiiat four 
industrial banks, with large capitals, viz. the Gwalior 
Financial Corporation, and the Tata, Karnani and Calcutta 
Industrial banks are now in existence, and are iilcely to 
be followed by others in the near future. The special 
business of these banks is to finance industrial projects and 
^the development of existing concerns by making advances 
to them or by underwriting their bonds, but tliey con- 
duct the ordinary commercial banlring business also. The 
combination of the two functions is not very desirable^ 
because it involves the danger of locking up sliort-terni 
deposits. But, it is necessary, because the restriction of 
the business of the banks to industrial finance will not 
enable them for some years to pay good dividends on their 


large capitals. The danger, however, may be obviated 
by using share and debenture capital and long-term deposits 
only for the purposes of industrial finance, and it may be 
desirable to prohibit by law the use of short-term deposits' 
for this purpose.*^ 

The war thus brought about, at any rate hastened,, 
highly important developments in the Indian banking 
system. However, much remains to be done to remove by 
means of legislative enactment and inspection^ th,e defects: 
hi the system brought to light by the crisis of 1913. Bank- 
ing legislation in India is unfortunately limited to the 
Presidency banks, the Joint-Stock banks are subject only 
to the Indian Companies^ Act, and there exists no special 
banking legislation to control their operations. They 
would have greatly benefitted in the past, if their business, 
had been subjected to restrictions similar to those in the 
Presidency Banks^ Act of 1876 and in the banking legis- 
lation of other countries. Their future development will 
depend a great deal upon the existence or absence of such 
restrictions.f In the light of the experiences of 1915 
it seems desirable that no institution should be allowed 
to call itself a banlr unless it restricts its operations to 
proper banking functions only. This would prevent the 
recurrence of the practice of some institutions prior to 1913, 
w^hich conducted all sorts of miscellaneous, operations, and 

Se© Shirras, Indian Pinance and Banking, p. $94. 
t Compare Skirras, Indian Pinance and Banking, pp, 4 i 9-20. 
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■ called themselves banks in order to hoodwink the public 
^xnd to attract their savings. Secondly, no bank should be 
allowed to commence its business, until it secures a certain 
paid-up capital. Legislation of this kind has proved 
very advantageous in Canada, and in India it would 
obviate the difficulties that arose in 1913, because some 
banks attracted considerable deposits from the ignorant 
public by publishing their authorised capital, which was 
large, and avoiding any mention of their paid-up capital, 
which ;V^as too small for the conduct of banking operations 
Thirdly, it seems desirable to restrict by law the grant of 
loans and the discounting of paper, for, one of the causes 
of the failures of 1913 was the grant of excessive loans to, 
or the discounting of too much paper of, a single person. 
Fourthly, the regulation of the cash balances also seems 
to be necessary. The tendency for some banks has been 
to invest too large an amount of their assets in real estate 
U;nd even in unsound securities. In 1913 these assets 
oould not be realised quickly or without an immense loss. 
The position has substantially improved since that time, 
but it is not free from danger. The regulation of cash 
balances in relation to liabilities is an important feature 
of the Federal Eeserve Act of the U. S. A., and it would 
prove a valuable guide in framing similar legislation for 
India. Lastly, the best preventive for most banking 
maladies is public inspection, which is another important 
li feature of the Federal Eeserve Act. The Presidency 
' banks publish a weekly statement ; most of the other 



banks pubiisli an annual statemuiit, but no monthly or 
cfuarterly statement. It would be advantageous if the 
banks were made by law to pubiisli a monthly balance- 
sheet, which would give a clear* idea of their position. 
Publicity would promote the interests of the banks them- 
selves, because it not merely checks unsound banking 
but also secures the confidence of the public. 


CONCLUSION- 
« 

The task of analysing and examining the effects of 
the war on India’s economic life is now at an end, and it 
remains only to gather up the several threads and to sum 
lip the results. 

The preceding pages make it evident that, on the 
whole, the economic transformation that was proceeding 
in India before the war, was appreciably hastened by it, 
and that, so far avS economic conditions are concerned, 
India to-day diSers more from India, of which Mr. Ranade 
wrote, than India immediately before the war did. He 
wrote that the average Indian was to a large extent the 
very antipodes of the Economic man on account of the 
predominant influence of the ciiste system and the family. 
But the conception of the economic science has been largely 
modified since the time when this was written. Even be- 
fore the war it was generally recognised that the individual' 
was not the best judge of his own interests in all cases, 
mid that state interference was not necessarily an evil. 
The state interfered frequently on behalf of the individual, 
with the general approval of the exponents of the science. 
The •conomic man, who cared for nothing else than wealth, 
and who always knew his best interests, was disappearing 
from the text-books of the science. The crucial experiences 
of the war have done much to further this process, and 
economists to-day deal more than ever before with 
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the man as he is and not with an abstract economic man. 
Economics is now a study of mankind in the ordinary 
business of life. On the other hand, the war a,ppears to have 
accelerated the dissolution of the uneconomic infliiences 
of the caste system in India that was going on before the 
war. The Indian soldiers drawn from villages, the strong- 
liolds of caste, which they had probably never left before 
in their life, dealt a severe blow to caste in the very act of 
j^roceeding to the dilferent . parts of the world in large 
numbers. Again, as Maine explains, it is ^the. emigration 
of single families or individuals, as distinct from the trans- 
plantation of an entire village or caste section, to a great 
distance from the original home, that is the most effective 
destroyer of caste and local custom.*^ These soldiers 
underwent varied experiences in distant and different 
lands, learnt new ideas, and became infused with a new 
spirit. Returning once more to their villages, tliey are 
unconsciously doing much by example to break up the 
inertia and the uneconomic influences of caste which 
prevailed in the villages before. Anyone, who has seen such 
villages before the war and since the armistice, and marked 
the rise of new ideas and a new spirit, full of economic 
significance, will realise how much the war has furthered 
the removal of the economic disadvantages of caste. 

The acceleration of the economic transformation of 
India resulting .from the war becomes evident also from 


Vilhige communities, p* 39* 
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the considerable changes in those aspects of India’s economic 
life which Mr. Ranade emphasised. These, however, 
.are mere tendencies whose strength can be appreciated 
only by watching them, and any statistical measurement 
or proof, in most cases, is impossible. While Mr. Ranade 
had pointed out that production was almost stationary, 
Sir T. Morison explained the change which had taken 
place in this respect. It appears from Mr. Shirras’ table 
relating to the growth of business in India that the pre-war 
pace of the increase in total production was merely kept 
up during the war.* But this was due mainly to the a dverse 
influences on foreign trade and to a retardation of the rate 
of increase in agricultural produce, and the advance in total 
production would have slackened had it not been for the 
substantial increase in the production of manufactures. 
The stimulus given by the war to the growth of large-scale 
industries of the Western type has been examined 
before, and it becomes evident that the progress in this 
respect would have been slower if the war had not taken 
pace. Professor Mukerii hopes that India’s economic 
evolution will proceed along lines radically different from 
those intheWest, wthe development of cottage industries. 
It tas not been possible to analyse the effects of the war 
on India’s handicrafts in the preceding pages, but it becomes 
evident that the stimulus afforded by the war to large-scale 
industries has meant that the country has taken a further 
substantial step in the direction of an approximation 
i ; *** Indian Bnanoe and Banking, p. 443a 


to Western conditions. This industrial development 
has been accompanied by, in fact has been rendered 
possible only by, a greater mobilit}?- of labour and capital 
Mr. Ranade had emphasised the immobility of labour 
and capital in India. The conditions in these respects were 
already changing before the w^ar, and the improvement 
has been much more marked since the war. It is believed 
that the migration of villagers to towns seeking empioy- 
ment has substantially increased since the last census taken 
in 1911, and especially since the war. In any oase, there 
seems to be little doubt that the population of the largest 
trade and industrial centres has considerably increased 
during the last four or five years. Any statistical proof 
measurement of this tendency can be afforded only by the 
new census to be taken next year. It is true that a large 
permanent class of industrial w^orkers has not yet been 
formed. The main reason for this deficiency appears to • 
have been the squalid, insufficient and insanitary housing^ 
accommodation for them. The war, however, has given' 
a considerable stimulus to improvements and extensions 
of towns, especially of capital cities, and it appears tnat 
these defects will largely be removed in a comparatively 
short time, and that the main obstacle in the way of the 
^existence of a permanent class of wage-earners will largely 
■disappear. The industrial boom resulting from the war » 
the surprising increase in company dotations and the 
-comparative ease with which they were financed, described 
above, show how much the war has done to increase the 
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mobility of capital. It is true that a part of the improve- 
ment resulted from the inflation of currency and the fall 
in the purchasing power of the rupee, and to that extent 
was deceptive, but a part of the improvement appears 
to have been real and full of economic significance. 


More evidence is forthcoming to show that the war 
lias hastened the pace of the industrial revolution in India. 
Sir T. Morison pointed out before the war that one proof of 
it was that the export of manufactured articles increased 
more largely than the export of raw materials, and it has 
been explained above that this feature became much more 
prominent during the war. Again, while Mr. Eanade 
maintained that prices, wages and profits w^ere to a large 
extent customary and fixed, Sir T. Morison explained the 
change which had taken place, and how they were becoming 
more and more competitive. This change has been consi- 
derably enhanced by the war. If custom instead of competi- 
tion, as Mr. Ranade contended, had been the controlling 
principle of India’s economic life, the rise in prices resulting 
from the inflation of currency would not have made itself 
felt throughout the country. It is true that the rise was 
not cjuite the same in the difierent parts of the country, 
but the extent of the rise was so nearly the same in all the 
parts as to show that competition had become the motor 
to a greater extent than before. As regards profits, their 
customary nature had largely disappeared before the war, 
and while the total profits of most of the enterprises had 


increased, tlie tendency for the margin of profits on each 
transaction was to diminish. During the war large profits 
were earned in several industries. This was the result 
partly of the continuous rise in prices, and partly of the 
restrictions upon competition imposed by the abnormal 
circumstances of the war, and it seems that custom had 
very little to do with them. But the rise in wages? 
although lagging behind the rise in prices more than in 
Western countries, has perhaps been the most remarkable 
feature of the war. When the w^ar was in its early stages, 
Professor Mukerji wrote that strikes and lockouts were 
industrial diseases from which India was hapjiily almost 
free, that India stood for more equal distribution of wealth, 
less luxury and more brotherhood, less industrial conflict 
and more co-operation, and that this was India's message 
to the West.* Since the end of the war it is found 
that numerous and prolonged strikes and lockouts are 
occurring ail over the country, that trade unions similar 
to those in the West are being rapidly formed in large 
numbers, and that even trade-union congresses are being l 
held. This is perhaps the best evidence to show that i 
the w^ar has quickened the approximation of economic i 
conditions in India to those in the West. Other evidence , 
in the same direction is the great success of the war loans, 
the growth of the co-operative movement, and the banking 
developments that have arisen out of the war. It is true 
that the success of the loans was partly due to the 
^ Foundations of Indian Economics, pp. 459-61, 465-7. 
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inflation of paper currency and credit, but it appears that 
they were partially successful in reaching those people, 
who had previously kept all. their cash in boxes instead 
of investing it. 


The war also made clear the full extent of the eco- 
nomic transformation taking place in India since Ranade’s 
time. The main characteristic of the modern industrial 
world is the interdependence of all its parts as contrasted 
with the isolation and self-sufficiency of the economic 
units under tho old industrial order. This interdepen- 
dence must precede production on a large scale, and as 
Professor Marshall explains, is an evidence of the central 
unity between the laws of nature in the physical and the 
moral world. This central unity is set forth in the general 
rule that the development of the organism, whether social 
or physical, involves a greater subdivision of functions 
betw^een its separate parts, on the one hand, and on the 
other, a more intimate connection between them.’’ The 
war has made India’s economic dependence upon the other 
parts of the industrial world to be generally recognised more 
than before . For some years before the war, India’s foreign 
trade had been expanding substantially, and the fact 
was welcomed with hardly any thought to India’s pro- 
gressive dependence upon other countries that it showed- 
This dependence, however, was fully recognised when the 
war affected the foreign trade adversely, India was depen- 
I dfent apon, the^ for the sale of a large part of 
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lier agricultural produce, and it was only when some of these* 
markets were fully or partially closed to her on account of 
the war and her export trade sufered a considerable loss, 
that her dependence upon them was fully appreciated, 
The loss to her export trade even after the cessation of 
hostilities, largely on account of the conditions resulting 
from the war, the inability of Central Europe, India's 
best market before the war for some kinds of her agricul- 
tural products, to purchase them in the quantities that it, 
did before the war, the over-stocking of the American 
and other European markets and the comm(?rcial crisis in. 
J ap an, has brought this dependence still furth er home to th e 
minds of the public. However, the curtailment of imports, 
essential for consumption and further production, that 
caused considerable hardships and serious difficulties as 
explained before, made people realise more fully India's 
economic dependence upon the other parts of the industrial 
organism than any other factor. This was realised even 
by the uneducated villager, who had to undergo some hard- 
ships on account of the disproportionate rise in the prices' 
of the imported goods [which he consumed, such as 
piecegoods, kerosene and petty articles of comfort. 


The other matters, in which the war made evident the 
change which had been proceeding in India, more than had 
been generally recognised before the war, were railway 
communications and taxation. The extension of the former 
linked up the different parts of the country so gradually 


that its result, mz. the removal of the fear that a consider 
able scarcity of essential commodities might exist in some 
parts along with their relative abundance in other parts, 
welcomed without much thought to its economic 
significance. It was only when the difficulties of distribu- 
tion arose during the war on account of the shortage of 
rolling stock and the increased demand for transport 
facilities that the extent of the economic unification of the 
country resulting from the creation of the network of the 
railway system was fully realised. Similarly, the growth 
in the taxable T^apacity of the community became generally 
evident only when it became necessary to resort to a sub- 
stantial increase in taxation in order to meet tbe higher 
expenditure occasioned by the war. If custom had been 
the controlling factor in Indians economic life, it would hard- 
^ ly have been possible to raise the level of taxation without 
causing serious difficulties. 

These experiences of the war throw a new light on 
the controversy referred to in the introduction, viz* whether 
the principles of Political Economy as developed in the 
West are applicable to India, or whether India must 
develop a Political Economy of her own. The experiences 
appear to be opposed to the belief of economists of the school 
represented by Professor Mukerji that the economi(? 
evolution in India will proceed along Ihies diflerent 
from those in the West, that labour and capital will not 
eoncehtrate in large towns, and that nianufactures will 
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eooibiiied with agriculture, in the saint hands, 
because, as seen above, as a result of the war, 
India has been passing tlirough a further and 
important stage in an industrial revolution similar to 
that which took place in England, in the early part of 
the last century and later in the other countries of 
Western Europe. All the tendencies appear to be in this 
direction, and this means that tlie principles propounded 
by Western economists will be more and more applicable 
to India, Bagehot confined Political Economy, which 
he called English Political Economy, to the generalisa- 
tions made upon English industry, shaped by tlie industrial 
revolution and the development of international commerce, 
^and he described ail other industrial conditionsas pertain- 
ing to a pre-economio era, in which the economic relations 
of society were based upon custom.. It has been examined 
above, how custom is.now far from being theguklingprinci-;, 
pie of India’s economic life, and how competition has baeit | 
becoiiung more and more the controllingfactor. It is there- ' 
fore impossible to relegate India to a pre-economic era. 

It is, however, necessary to draw attention to two 
ma in considerations. Although it appears that the progress 
of the industrial revolution in India will be similar to that,; 
in Western Europe, agriculture will continue to bo far 
mote important jn India than 'in the West. However*'^ 
it -seems that even the agricultural methods in India will 
gradually tend to approximate to those in the West. But^ ^ 
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ft means that those parts of the economic reasoning ex- 
pounded by English economists which have been based 
open the consideration of the conditions of agricultural 
organisations, need to be developed fuJher. These 
economists have given a greater attention to the problems 
of large-scale and organised industry than to those of 
agriculture, and therefore the theories expounded by 
them, although true, are in some cases inccmpicte. For 
instance, they do not appear to have given sufficient 
attention^to the fact that chronic indebtedness has been 
a prominent feature of almost all agricultural communities 
since the days of the ancient Ecman Republic. One is 
therefore apt to'be misled into believing that the indebted- 
ness of the Ind.'an cultivator, of which so much is heard, 
is a feature peculiar to h’m. It is in this direction, 
therefore, that the economic science developed by English 
economists requires to be further developed, and this is a 
task which should appeal to Indian economists.* Secondly^ 
although economic reasoning is capable of a general applica- 
tion, it should be borne in mind that, as explained before^ 
it-holds good and professes to hold good, only when certain 
premises are granted. Therefore, in each particular case, 
it should be examined how fax the premises involved m 

* The investigations that are being conducted at the Madras 
University under the guidance of Dr. Gilbert; Slater are an instance 
of this Mnd. See the Economic Studies pulished by that Univer- 
sity. See also 3>. Mann’a Economics of an Indian Village, publish- 
ed by the Bombay University, and Mr. Jack's Economic Life of a 
Bengal District. 
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it agree witli tlie actual conditions prevailing in India, and 
if they do so, in a sufficient degree, the conclusions based 
upon them can be accepted as holding good in the case of 
India, In a few case>s, it may be found that the premises 
do not yet square fully with the existing Indian conditionL? 
and then the conclusions may be modified accordingly. 


Furtherjit is necessary to guard against believing that 
particular economic theories do not hold good in the case 
of India, because the conclusions derived from them 
may not appear to be true of the country^ at particular 
times, without investigating whether they are counteracted 
by artificial interference. This was especially true 
of the war, beCvaiise, during its continuance, economic 
interests were completely subordinated to those higher 
interests for which it was fought, and the State interfered 
with the free play of economic forces far more than it did 
before. The interference appears to have been less in 
India than in Western countries, mainly because India^ 
on account of her economic deficiencievS, and her great 
distance from the main theatres of military operatioi^Sy 
could not take part in the conduct of the war to the extent 
that the latter did. In most Western countries, the State; 
continued the interference vigorously, even after the 
cessation of the hostilities, in an endeavour to check th^=> 
evils generated by the interference resorted to during the 
progress of the struggle, and in this case also the extent of 
the state interference in India appears to have been 
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appreciably smaller. Nevertheless, the artificial restrictions 
imposed upon the free play of economic forces have been 
very important, even in India. These have been 
explained before in the course of the analysis ana the 
teamination of the effects of the war, and all tha-t seems 
possible, and indeed necessary, to do here is to give a few 
instances in order to explain the nature of their counter- 
acting effect upon the operation of economic principles 
which have been described as statements of mere tenaencies, 
whose operation may be counteracted by opposing circum- 
stances. Thus, the operation of the theories of international 
trade and values, and of the monetary circulation appear 
to have been much disturbed in this way. Nominally, 
the Indian Government continued to adhere to the 
doctrine of free trade as firmly during the war as it did 
before, but actually many restrictions were imposed upon 
the freedom of trade, such as an absolute prohibition of 
export, a prohibiticn with a system of licenses, a rationing 
of export and of shipping space, revenue export duties, 
and measures involving higher prices for foreigners, than 
those of the inland market. Moreover, although the 
import tariff continued to be purely a revenue tariff, 
the imports fell off on account of the restrictions imposed 
by the countries producing them. These restrictions also 
disturbed the operation of the theory of comparative costs. 
■'"As India continued to adhere to the principles of free 
trade, one was apt to think at first that the fact that certain 
commoditieNS were manufactured in India during the war. 
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wliicii it did not pay her to produce before, meant that 
manufacturing them in the country had become the cheap* 
est way of obtaining them. Such a conclusion, howeveiv 
was not necessarily true, when it was impossible 
to import them at all, or in sufficient quantities, on 
account of the restrictions of the countries manufacturing 
them. 


These restrictions disturbed also the operation 
of the theory of international values. According to this 
theory, the foreign exchange values of a monetary unit tend 
to coincide with the purchasing power parities, and any 
divergence from the point of equilibrium is soon corrected 
by the resulting increase or decrease in exports and imports, 
as the case may be. But, it has been explained before 
that the sterling value of the rupee fluctuated most violently 
after the middle of 1918. This did not, however, mean 
that the above theory was not applicable to India. 
The enormous fluctuations were due to the interference 
with its operation, in the shape of various kinds of restric* 
tioits upon foreign trade, private operations in the exchange ‘ 
and the free movement of the precious metals, and of the ; 
sale of Reverse Councils. If trade between two cotintries is ! 
more hampered in one direction than in the other, the value 
of the money of the country whose export is relatively 
more restricted will fall in the other country, below the 
purchasing power parity. Again, oiie of the principles 
of money is that at a particular level of prices no mor 
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money can be forced upon the public than tlic publiu asks 
for. From this, it seems to follow that a government cannot 
inflate the currency, but as such an inflation has actaaliy 
taken place in India, it would appear at first sight that the 
principle does not apply to India. Such a conclusion, how- 
ever, is unwarranted, because the theory holds good only 
when the government does not artificially create money to 
provide itself with purchasing power. But, when it does 
so, an inflation of currency and a rise of prices are bound to 
occur in the way explained before. Many more instances 
of similar factors counteracting the free play of economic 
forces can be given, but the instances already given will 
probably suffice to make clear the nature of the operation 
of economic laws and the factors to be taken into 
consideration in examining their application to Indian 
. conditions. 

This state interference and action produced several 
economic losses as well as gains, and the question 
naturally arises whether India has gained more from the 
war than she has lost in the development of heraaonomio 
activit ies. It is very difficult to give a conclusive answer to 
this queltion, because it involves a comparison of India’s 
actual economic position to-day, with what it would have 
been if the war had not intervened. Any estimate of 
the latter position iie^ entirely in the realm of conjecture, 
still an answer to this fundamental question may be 
attempted. 




It Wiis mentioned before that for some years before 
the war India’s export trade had been expanding conti- 
nuously and ratner rapidly, and it is probable that, but 
for the war, the expansion would have continued, perhaps 
at a somewhat slower rate. For, previous to the outbreak 
■of the war, trade and industry in the countries of Western 
Europe and in the U. S. A. had been developing fast, 
further great developments were either being carried 
out or planned, when the war broke out, and the demands 
of these industrial populations for foodstuffs and raw 
materials produced in India would have continued to be 
great. India would have found it possible to meet these 
demands, as substantial improvements in her methods of 
agriculture had been projected. But, it was noticed 
that her export trade received a considerable setback 
from the war, that until 1918-19 its value did not reach 
the figure which it had attained in 1913-14, and that it met 
with another check in 1920. The check to the import 
trade given by the war was even greater, and its partial 
recovery was entirely in value owing to the progressive 
rise in prices, while the volume, continued to decline, impos- 
ing considerable hardships upon the masses of the popula- 
tion. Considerable stress has been laid above upon the 
improvement in the general standard of life as one of the 
most urgent needs of India, and a sudden and considerable 
check to impoi-ts was bound to have a prejudicial effect 
upon her standerd of life, extraordinarily low as it has 
been. Her import trade had been rapidly expanding 



Ixitli in value and volume along witli tlie export trader- 
liefore tl)e war, and, if tlie war had not intervened,, 
it would have probably continued to do so on account 
of the stupendous industrial aotiyities of tlie Western 
countries, especially of Germany, requiring larger and 
larger foreign 3narkets* The result of a serious reduction 
in .India’s import trade during the war was to increase 
the balance of trade in her favour, and this has led to tlic 
incorrect belief, popularly held, that India’s foreign trade 
enjoyed an immense prosperity during the war. Tliis 
belief will be dispelled, if the figures of the va.]ue a nd volume 
of the foreign trade during the war a,.re compared with 
similar figures for 1913-14, as was done in the hrst chapter? 
and if the probabilities of the expansion of the trade,, 
if the' wax had not occurred, are taken into account. More- 
over, the increase in India’s favourable baiance of trade 
had the effect of merely giving to her people large <j!ua;ntities 
of paper money and precious metals, which we.re largely 
hoarded, while the real test of an increase in tlie prosperity 
of a country consists in an increase in her consumpt-ioo. 
goods which go to make up a civilised standard of 


Thus it appears that 'the consequences of the w^ar for 
India's foreign trade were distinctly adverse. However, 
a partial compensation for this disadvantage was found 
in the stimulus which the war gave to industrial develop- 
ment in India, by curtailing foreign cojnpetition, and by* 


forcing tlie Government to encourage that development 
in ways, which it would never have folJow'ed but for the 
necessities imposed by the war. One desirable outcome- 
of this development was that, as mentioned before, the 
proportion of the export of fully or mainly manufactur- 
ed goods increased during the war, as compared with the 
<‘xport of foodstufts and raw materials. If there had 
(men no war, industrial progress in India would have 
b<‘en much slower than it has actually been, because the 
foreign competition hr the Indian martet uould have 
own in fierceness, and it would have been very difficult to 
induce the Government to abandon its strict laisse;: faire 
policy, and tlie result would have been that, although the 
export trade would have continued to expand considerably, 
it would have consisted .. almost entirely of foodstuffs 
and raw materials. However, it has been mentioned 
before, that the industrial development, that has been 
brought about by the war, has been less sound and satis- 
factory than it appears to have been at finst sight, because 
it has been substantially the result of artificial measures 
which have had to be abandoned gradually with the termi- 
nation of the war, and because it has largely been carried 
out by foreign firms in India. 8till, in so far as the war 
has made the Government inaugurate a pefmanent policy 
of rendering an active assistance to industrial expansion 
m India, by bringing home to it,- the grave dangers result- 
mg from India’s almost complete dependence upon other 
eountries for manufactures essontiar for civilised life. 
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and in so far as it has promoted ' mdigenoiis .M^ 
enterprise, the war may be said to have brought a per- 
manent good to the country. 


Proceeding to the public finances of the country^it was 
seen that the revenues of the Government increased m.or© 
substantially than they would have done had there been no 
war. However, it w'as found that this increase was only 
partially real and satisfactory, and that otherwise it was 
illusory as in the case of the railway revenue to some extent, 
and the result of an increase in the burden of taxation 
and of the inflation of currency. It may be said that the 
increase in the revenues and the success of the increase 
in taxation made it clear that the taxable capacity of the 
people and the financial strength of the Government 
were greater than had been supposed before the war. But it 
should be explained that, while the increase in the burden 
of taxation was severely felt by the masses so far as it 
afieeted them, and was considerably felt by the classes, 
the increase in the revenues failed to benefit the country, 
fjcom the economic point of view, because it w’^as utilised 
for meeting the immense increase in the military expendi- 
ture which had already been very large before the war, 
for paying the interest on the loans contracted for making 
large financial contributions to the Home Governnment 
for the prosecution of the war, and for meeting the increase 
in the expenses of the civil establishments rendered 
by the rise _in prices. The ^expenditure on the 


expansion of education, sanitation, medical relief and 
irrigation, most vital to the economic advance of a 
country, which occupies a deplorably low position in these 
matters, far from being increased, was cut down during 
the war. If the war had not taken place, the Government 
would have been obliged to allot much larger sums to 
these urgent reforms in response to the demands of the 
peojile, and India’s position in these matters would have 
been better than what it is to-da}-. But against these 
losses should be set the advantrgj of a fairer incidence 
of taxation resulting from the triumph of direct taxation 
and the application of the principle of graduation to it. 
It was noticed that before the war the richer classes did not 
bear a fam share of the total burden of taxation, which was 
based more largely on indirect imposts and the principle 
of proportion. It is true that even before tie war there 
was a. tendency in Western countries to make the burden 
of taxation fairer by the above methods, and that even 
H there had been no war, that tendency would gradually 
have made itself felt in India also. But, its operation 
would have been very slow and halting, and the fact thats 
it was considerably hastened by the necessities of the war 
must be reckoned to be a pemanent advantage accruing 
from the war. Again, the recognition, to be credited 
to the war, that the taxable capacity of the country 
is greater than was supposed before the war, is also an 
advantage, now, as a part of the proceeds of the revenues 
from it is being applied to the promotion of the vital refonas 
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iiu'ut.ionecl above. But, at present the coimtiy cannot 
secure thi.s advantage to a substantial extent, because- 
most of the proceeds are used up for meeting the increased 
military expenditure and the expenses of the civil establish- 
ments, and for paying the interest on the vrar debts. 
Tlie Government seems to consider the continuance of the 
large military expenditure necessary, the expenses of the 
civil establishments have continued to increase owing to 
the continuance of high prices, and the burden of the war 
debt has not diminished. It is obvious that India would 
have escaped from these burdens if the war had not taken 

place. 

Similarly, but for the war, the Government would 
not have experienced the immense Ways and Means 
difficulties that it actually did. The course of its Ways 
and Means operations had . been quite smooth befoye the 
wav, and at the outbreak of it there was not the least 
prospect of its being disturbed. In utter contrast to 
rtis, ;t was noticed before that the Government had 
ffo make huge war disbursements on behalf of the Home 
Government, that it had to cash large amounts pf Council 
drafts, largely on account of the increase in the favourable 
balanw of trade due to the curtailment of imports, 
and the serious artificial check to the natural flow of the 
precious metals to India, that it found it extremely difficult 
to secure adequate funds to make these enormous payments, 
that it had to resort to several objectionable expedients 
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for this purpose, the most undesirable among wliicli was 
the watering of tlie note issue, that it had to meet silver 
crises by making the notes practically inconvertible, and 
that its budget estimates of Ways and Means became 
altogether nominal and were invariably and entirely 
upset. The currency and exchange troubles from whicii. 
India is still considerably suffering have been largely the 
result of these war operations of th(‘ Government, Yet, 
these losses also are partially counterbalanced by certain 
advantages attributabk to the wai*. , Before the war, 
the Indian loan market was regarded to be yery*narrow, 
the Government depended upon the London market 
for most of its borrowing operations for the purposes of 
capital expenditure, and, if the war had not taken 
place, this depeneence would have continued at least for 
some years. But the remarkable success of the war 
loans, has revealed not merely the substantial strengtii 
of the Indian market but also its possibilities, and thus 
the war has shown that the Indian market is capable of 
taking the place of the London market to a substantial 
extent, in meeting the capital requiiements of 
Government, especially if efforts, similar to those made 
during the war, are resorted to. Again, before the war, 
most of the Government balances were locked up in its ; 
independent treasuries, and only a small part wals kept 1 
with the Presidency banks, which thus contributed to ; 
the seasonal monetary stringenc/i War finance, ; 
however, rendered it essential for the Government i 
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to maintam far larger balances witlj tbe Presi» 
dency banks, and this beneficial policy is now 
being developed further. It is true that a few months 
before the war, the Government was contemplating the 
maintenance of larger balances with the Presidency banks, 
but the whole history of this question seems to lead to the 
conclusion that, had it not been for the necessities of the 
war, this liberd sation of the Government policy regard- 
ing its cash balances would have been effected to a far 
less extent then has actually been done. 


The loss inflicted by the war on India in currency 
and exchange matters has been serious. Before the war, 
her currency and exchange system though artificial in the 
sense that it was mara;. ed by the State at almost every 
stage, and though deficient in several respects, at least 
possessed the virtue of an internal and external stability. 
Moreover, the people were gradually feeling more and more 
confidence in the note issue, the circulation of which was not 
increased beyond the extent justified by that confidence. 
If the war had not taken place, as far as can be seen, 
%his comparatively satisfactory state of afiairs would have 
continued, No abnormal increase in the balance of trade 
would have taken place, there would have been no reason 
for starving India of gold, the Government disbursements 
would not have become abnormal, it would have had no 
reason for watering the note issue and making it practically 
inconvertible, there would have been no unprecedented 
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demand for silver, and its price would not have soared 
to dizzy jbeigbts. Consequently, it seems that the stability 
of the Indian currency and exchange system would have 
been preserved, and that any temporary tendency towardvS 
instability could have been corrected without much 
difficulty by means of the then existing elaborate Govern- 
ment machinery. Moreover, the popular confidence 
in the note issue would have increased, as the circulation 
of notes, instead of outstiipping it, voiid probably have 
kept pace with it, and a healthy beginning would have 
been made towards the economy of the precious me!:*aK 
It was seen that the war produced results entirely the 
opposite of these. India’s starvation in the matter of gold, 
in the supposed interests of the Empire, and the Secretary 
of State’s action of allowing the Government of India 
to issue vast quantities of notes against unrealisable 
paper^ credits in London instead of insisting that the 
payments for India’s exports of war and other materials 
should be made either in the precious metals or in securities 
acceptable to India, have been detrimental to India’s 
economic interests. The unparalleled fluctuations 
exchange and the frequent changes in, the Govern- 
ment policy have been affecting her trade and 
industries adversely during the period of transition, 
which will be prolonged in the existing economic conditions 
of India, although it is true that the adverse affect will 
disappear when the period of transition is complete,, 
and the costs of production become adjusted to the 


new level Again, tie rise in prices resulting from tlie war 
operations mentioned above has been severely affecting 
tlie masses in India, and tie prices cannot come down 
substantially unless the currency is materially deflated. 
These disadvantages are serious, but they also ai^e to 
some extent neutralised by the advantages winch 
the war has secured for India. One of those, is the 
minting of gold in India and its free circulation. Indiau 
opinion demanded these facilities for nearly twenty years 
before the ^war, the Government of India favoured the 
demand, but was not allowed by the Home Government 
to meet it, and if the war had not taken place, it would 
probably have remained unfulfilled. But the necessities 
of the war forced the hands of the Home Government, 
and India may be said to have secured this important 
gain, although at present the minting of gold has been 
temporarily suspeiled. Other advantages securefd by 
India are the urgent needs wliich the war has revealed, 
for giving more powers to the Government of India in 
currency and exchange matters, instead of keeping it 
-bntireiy under the leading strings of the Secretary of 
1 State, and for keeping at least a large part, if not the 
-whole, of the reserves of the Government of India, in 
Tudia instead of in Eugla-nd* 

With regard to banking, the war at first gave a set- 
,’l)aek to the progress of the postal savings banks, by caus- 
a%ck of confidence in the masses of the population; 


blit la other respects the effects of the war have been 
beneficial. Banking operations demanded an extra caution 
during tlie disturbed times of war, and it did much to 
strengthen the general banking position of India. Another 
important outcome of the war has been the creation 
of the Imperial Bank of India, by the amalgamation 
of the Presidency banks. For many years before the 
war, the Government had been repeatedly urged to assist- 
in the formation of such a bank, but the Secretary of State 
was not favourable to the proposal, and had it not been 
for the war, India would probably have had to wait for 
many years before securing the establishment of a centra! 
bank. Thus it will have become evident that one of the 
most valuable and permanent advantages, which the war 
has bestowed upon India, is the fact that it has re- 
markably changed the angle of vision of the Government 
in several respects, and led it to inaugurate policies, which 
it had been repeatedly urged by the public to adopt before 
the war, but which it had been most reluctant to accept. 

Thus, the advantages which the war has bestowed upoi^ 
India in economic matters have been many and important, 
but the losses inflicted by it have been more numerous 
and more far-reaching in their effects, and therefore the 
conclusion appears to be that;i so far as her economic life 
is concerned, India has lost more than she has gained 
from the war, Such a conclusion need surprise none,, 
because it is the natural result of any war, and much more 


so of a prolonged, devastating world war. Sucli a war, 
waged to acliieve aims otlier than economic, is bound to 
disorganise seriously the whole economic life of all countries 
concentrating all their resources upon its vigorous 
prosecution, and to inflict heavy economic losses upon 
them. This has been the case with all the belligerent 
countries in this great war, with the sole exception of 
Japan, which enjoyed a large measure of economic prospe- 
rity during the war, because it secured all the advantages 
of being ^an ally of the British and the French, without 
most of the disadvantages of that position. India, 
however, could not be such an exception, because, as shown 
in the chapter on her contributions to the war, she con- 
centrated her energies and resources upon the conduct 
of the war, much more fully than she could fairly have 
been asked to do. Further, it should be borne in mind, 
that the above conclusion relates only to the economic 
consequences of the war for India. This wax was fought 
for ends other than economic, and in other spheres 
India lias secured from the war most valuable advantages, 
j^^hich more than neutralise the economic losses which 
she has borne. Quite apart from the removal of the danger 
of ’world domination on the part of Germany, for which 
the war was waged, the war is responsible for the remarkable 
progress in India’s political status . and national unity^ 
^vhich. has already been made, but which, if the war had 
not- taken place,” would have taken many years to achieve, 
it’ is not the purpose of these .pages to deal with these 
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consequences of the war for India, and therefore it will 
suffice to say that the economic lossess which the war has 
inflicted on India may well be considered to be the price 
paid for her remarkable non-economic gains. 

Thus, it appears that a kind of balance-sheet of the 
economic gains and losses resulting from the w’-ar may be 
drawn up and tabulated as follows : — 


Losses. 

•Setback to exports. 

Setback to imports, 
naised level of taxation. 
Curtailment of social expenditure. 
Ilise in expenditure (military, 
interest, salaries, wages, etc.). 
Inflation of currency. 

Discredit of currency notes. 
Instability of exchange. 

Temporary injury from raising ex- 
change. 
lUse of prices. 


Net loss. 


Gains. 

Development of industries- 
Increased export of jrnanafaetures. 
Improved incidence of taxation. 
Graduation of taxation. 

Widening of the loan area. 

Weakening of the independent trea- 
sury system. 

Gold mint. 

Improvement of the banking system. 
Increase in the economic powers of the 
Government of India. 


Large non- economic gains. 


It is obvious that the above conclusion relates to 
India’s economic conditions as they exist to-day. They 
will undoubtedly be altered considerably in the near future, 
and the question arises whether any conclusion can Jije 
arrived at regarding the possibilities of that future. It 
is very difficult to answer it, but it appears that, on the 
whole, the gains will be more permanent than the losses. 
Although the extent of the foriner may be reduced in some 
cases, it seems that they will endure on the whole, while 
the losses, in the majority of cases, are Iffiely to. be made 
up either wholly or partially. 



Tlie favourable and adverse factors in India’s indus- 
trial progress have been fully examined before, and it 
appears from them that, although the progress achieved 
during the war may be lost in some directions, in 
others it is likely to continue though at a slackened rate. 
The artificial stimulus to industries afforded by the -war- 
has disappeared, and when the industrial conditions in 
the United Kingdom become quite normal, when tlie 
industries of Central Europe cease to suffer from tlie 
lack of ra^w materials and from disintegrating political 
and economic influences, and when the Japanese industries 
shake off the effects of the recent financial crisis in Japan 
and are re-organised on a sounder S3^stem, the com- 
petition of foreign industries with the Indian industries 
in their home market will become keener. But, as ex- 
plained before, vigorous efforts are being made to remove 
the industrial deficiencies of India with the support of the 
Government, and they may be expected to continue. The 
growth of free and compulsory primary education, the 
initial steps for which have already been taken in restrict- 
^4 areas, the extension and improvement of housing 
accommodation in large towns to which a considerable 
attention is being paid, and the expanding welfare work, 
will tend to make industrial labour more efficient, per- 
manent and ample. The existing shortage of skilled 
mechanics and foremen will be substantially removed 
by the measures Which are being taken to increase the 
facilities for training, and the inducements for attracting 
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the right sort of men. The growing attention that Is 
being directed to indnstr}^ rather than to trade ^ Government 
employment or the liberal professions by educated Indians 
of the liigher classes^ and the training which they auj 
receiving for the purpose, will tend to increase the number 
of experienced Indian entrepreneurs. The growth of the 
investment habit and the nuJiiber of industrial banks 
will materially obviate the difficulties of securing an ade- 
quate capital for sound industrial propositions. The 
technical assistance and guidance required for establishing 

m 

or conducting concerns according to the most modern 
and efficient methods will be supplied in a larger degree 
by importing exports from abroad, and by the technical 
services which are being created by the Government. The 
decision of the G overnment to purchase ail its stores in India 
as far as possible will give a considerable and permanent 
stimulus to industrial development. The organisation of 
the central and provincial departments of industries will 
tend to produce the same effect. Thus, it appears that the 
industrial progress will continue, probably at a slower 
rate, although it cannot be denied that, as explained befoj^gl 
there are numerous difficulties in the way, and that the 
result will be largely dependent upon a cordial co-operation 
between the industrial community and the Government 

The second gain from the war, thts increase in the 
export of manufactures, is likely to be reduced to some 
extent, because, as mentioned in the first chapter, it was 


largely the result of the export- of jute and leather goods 
for military purposes. But, the gain will not disappear 
entirely, because it seems that, as a result of the war, 
India has secured important potential markets, near herself, 
especially Mesopotamia and East Africa, and that the in- 
dustrial progress in India will enable her gradually to. 
develop these markets. 

The improvement in the incidence of taxation and the 
introduction of graduated taxation are gains, which will 
not only endure, but which may be expected to increase.. 
Before the war, the richer classes did not bear their fair 
share of the burden of taxation, and even now, they can 
hardly be said to do it, although the conditions in this res- 
pect liaye considerably improved, and it seems that by far 
the larger portion of the increase in the burden of taxation 
that will be necessitated by the growing expenditure in^the 
near future will fall upon them. Again, the fact that 
proportional taxation is far from involving an equality of 
sacrifices is coming to be recognised more and more. In 
tlxese matters, India’s approximation to the Western stan- 
dards, which themselves have been raised immensely as 
a result of the war, is likely to be rapid. 

Again, the propaganda already resorted to, in order 
to make the war loans successful, will very probably prove 
to have produced a permanent effect in promoting the 
investment habit, and this habit will grow, so that equal 
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sums wiil be available for productive purposes^ with dimi- 
nisiiing effort. Numerous instances are to band, of land 
holders, wbo used to feeep tbeir savings in cash in strong 
boxes, and wbo were induced to purchase war loan with 
great difficulty. The regular receipt of inrerest, bowevei, 
appeals to them now, and it is probable that they will take 
up other loans in the future, with the same facilities^ 
but less propaganda. 

Although the coinage of gold is temporarily suspended 
at present, it seems that the Bombay branch, of "the Royal 
Mint will be permanently re-established, because the Smith 
Currency Committee has recommended it, and because 
the proposal has been accepted by the Government. The 
other gains from the war, viz, the development of the 
banking system and the weakening of the independent trea- 
su:y system are inter-connected, and they may be ex**"' 
pected to increase considerably in the near future. The 
growth of industries and of the investment habit and the 
banking development will stimulate each other, and, in 
addition, the Imperial Bank Act of 1920 has provided for 
the establishment of 100 new branches of the Imperial 
during the next five years. The Government has declared 
its aim of keeping larger and larger balances with the 
Imperial bank as it goes on establishing branches and 
increasing its strength. Hence, the independent treasury 
system may be expected to weaken progressively in the near 
future, the branches of the bank replacing the Government 
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district treasuries to au increasing extent. Althoiigli tlie 
goal of tlie total abolition of the system, so as to bring 
India to the level of the advanced countries in this respect, 
is yet somewhat distant, substantial steps in this direction 
will be taken during the next few years. The last gain from 
the war, viz. the increase in the powers of the Government 
of India in the economic sphere, will also increase with the 
growth of constitutional government and of the strength 
of its various organs in the country. 

Proceeding to India's losses from the war, it is probable 
that in a few years foreign trade will regain a large part of 
the lost ground. The shipbuilding activity that is being ca- 
rried on in the United Kingdom will re-establish the normal 
conditions of shipping in a comparatively short time, the 
gradual economic recovery of Central Europe will enable it 
to purchase India's products, largely to the extent that it 
did before the war, the existing prohibit ion of the export of 
foodstuffs will be removed as soon as the necessity for it 
disappears, and thus the export trade may be expected to 
revive. Similarly, the import trade also will improve, 
especially in its volume, when industrial conditions in 
the'United Kingdom become normal, when the industries of 
Central Europe, being supplied with raw materials and 
freed from the withering influence of adverse political forces, 
revive, when the industries of Japan are re-constructed 
on a sounder basis, and when real peace is established 
in the sense of a friendly co-operation of all the nations for 



< ^ , y ; V f ‘ 

. '■ ‘ ’V" 


tlie recovery of tlie economic life of the world. As regards 
the future trade relations between India and Central 
Europe, it may be pointed out that it is being more and 
more recognised by the victorious powers, that a country 
organised for an export of manufactures cannot maintain 
itself without an unobstructed access to the markets of the 
world, that the recovery of the world’s economic life will 
be most promoted by the greatest possible freedom of trade 
and by the removal of all discriminations between goods 
according to their country of origin, and that all countries 
should be allowed to buy raw materials and 'food on equal 
terms in all the markets of the world. It is therefore 
probable that, outside any scheme of Imperial Preference 
designed to benefit the other parts of the British Empire 
in their trade with India, all other countries will have the 
same opportunities of trading with India, and that no 
special discrimination will be made against Central Europe. 

It is probable that the economic loss resulting from the 
curtailment of social expenditure w 
a few years. Abeginn 
cessation of hostilities, and there 
of opinion regarding the urgency of progress in these matters. 
The fact, that they will be under the control of Indian 
ministers under the new Reform Act and will be their 
main concern, ^ a favourable factor in the situation, and it 
is likely that the restricted areas, in w'hich free and 
compulsory primary education is being introduced, will 
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expand considerably in tbe near future. However, the loss 
in the form of the increase of the total expenditure of the 
Central and Provincial Governments will continue. It 
will be explained presently that prices are not lil^ely to fall 
in any considerable degree during the next few years,, 
and this will be an important factor in keeping up the total 
expenditure, For this reason, the wages which the Govern- 
ments have to pay will remain much higher than those 
before the war, and the salaries and expenses of the civil 
establishments, far from being reducd,are likely to increase 
further in the*^ process of the growth, of the various organs 
of government, which will probably be much more rapid in 
the near future. The military expenditure may be appreci- 
ably reduced in the near future, but it will remain far 
higher than the pre-war figure. The Esher Committee's 
recommendations concerning military re-organisation, the 
commitments of the Home Government in Mesopotaiiiia 
and Persia, and the disturbed situation in Afghanistan and 
Centra] Asia appear to be factors adverse to any sub- 
stantial curtailment in the present level of the military 
^penditure. In addition, a considerable expenditure on 
the creation of an Indian navy is being suggested on the 
ground that the war, and especially the exploits of the 
Emden, have shown the necessity of such a navy for 
India's safety. The interest payments are likely to mount 
higher because the Government, far from being able to 
reduce the public debt enhanced by the war, will have to 
borrow more for productive works, such as railways. 


irrigation and public works. However, the possibilities 
of a normal grovi}h in the revenues appear to be very 
limited, as explained before, and therefore the present 
level of taxation, raised by the war, will probably have to 
be raised further. 

The practical possibilities of deflating the currency 
seem to be greater in India than in most European countries, 
because the increase in note circulation and bank credits, 
•without any real backing, has been much less in the former 
than in the latter. A little deflation has already been 
brought about by the sale of gold bullion and of Keverse 
Councils, which were to some extent paid for by notes 
in India and cashed out of the reserves in London.* But, 
the possibilities of deflating the currency in these ways, 
are very limited, because it is imposibie to mobilise 
fully the reserves in London, and beacause the Councils 
had to be sold at very unfavourable rates and involved 
considerable speculation, export of capital and tightness 
in the^ money market. There are only two other ways 
available for. this purpose. In the first place, the 
Government may levy such high taxes or obtain sucE*' 
large loans from the people as to acquire a sum of money 
in excess of its expenditure, and may use the surplus for 
destroying an equivalent amount of purchasing power 
in the shape of notes. It is evident that this remedy is 

See the Report of the Indian Delegation to the International 
Financial Conference at Brussels 1920, p. 16, para 8. 
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impracticable in India. On tlie one band, as explained 
before, the needs of current and capital expenditure will 
increase ; on the other, the possibilities of a considerable 
increase of taxation and of securing large sums from the 
public in the form of loans in the immediate future are 
Ihnited. On the whole, it appears that the possibilities 
of obtaining sums of money by these methods beyond 
the growing needs of the expenditure are very slight. 
Secondly, deflation will be achieved, if the banks hnpose 
such sharp restrictions upon lending that the sums lent 
-are less thanl:'he actual savings deposited with them, and 
if the surplus is used to destroy an equal amount of purchas- 
ing power. This policy , however, would depress trade 
and industry, and as the revival of the former and the 
development of the latter are India's urgent needs, it is 
obvious that the policy is not at all likely to be put into 
■operation. The increase in production resulting fifom 
the genera] economic development of the country may 
-ultimately prove commensurate to the increase in the 
means of payment which has already taken place, but the 
completion of the process will require a considerable time, 
and in the meanwhile the total means of payment are 
likely to be increased further. Therefore, it appears on 
the whole that, although the general level of prices may 
fall appreciably during the next few years, it will pro- 
bably remain rhuch higher than the pre-war level. The 
hardships of high prices, however, will largely disappear 
when wages, salaries and other contracts become fully 


acljiusted to the new level. The adjustment is proceeding 
in India at present and may be expected to be fairly com- 
plete before long, although it will require a longer time 
in India than in the Western countries. 

Finall}', the fluctuations of exchange and the loss 
resulting from it will also disappear. It has been explained 
before that the instability of exchange has been mainly 
the outcome of abnormal conditions of production and 
trade in the world, and as the efforts which are beiiifif made 
to revi\'e them become successful, the abnormal fluctua- 
tions of exchange will be less and less, and will disappear 
ultimately,, and the actual rates will tend to coincide 
more and more witli the normal rate determined by the 
purchasing power parity. 

^ Thus, the economiclossesfromthe war, in the majority * 
of cases, are likely to be made up either wholly or 
partially, while the economic gains will probably endure 
on the whole, although their extent may be reduced in some 
cases. Therefore, it appears that even in the economic 
sphere, apart from the large non-economic gains from t5^ 
war, the balance will be more favourable in a few yeafS; 
than it is to-day. 
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Foreign trade per head of population in $; 


incrci 


Holland .. 
Belgium , . 
jNew Zealand 
Switzerland 
Australia . , 
Canada .. 
United Kingdom 
Denmark . . 
Argentine, . 
Sweden .. 
France 
Finland .. 
South Africa 
U.S.A. .. 

Italy 

Brazil 

Spain 

Japan 

India 


increi 

piihli 

Iirait< 


♦Statist, 20tli Xoveinher 1920. 
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per head of population in 1920.^ 
acies converted into $s at prevailing* ex 


Belgium .. 

France . 

Italy 

United Kingdom 
India 

s . Africa ; ; 
Holland . , 
Spain 

Switzerland 
Sweden . . 
Norway 
Denmark 
Finland . . 
Germany . . 


indii-ect 

6.9 

1G.2 

2.0 

29.7 

0.89 

4.60 

11.0 
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.and 
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U.S.A, 

Japan 
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APPENDIX 4 . 


Requirements for the service of debt in millions’^ 



Unit of 

Service 

of debt 

Percent of 1920 

• 

currency 



expenditure 



1913 

1920 

required for 

Germany 

. . . Mark 

239 

12,400 

the service. 
23.6 

Belgium 

. . . Franc 

147 

1,067 

12 0 

France . . 

• ...... s? :■ . ■ ■■ 

1,287 

11,463 

23.4 

TJ.S.A. 

$ 

27 

1,052 

15.4 

Italy . , 

, . . Lira 

688 

6,346 

21I7 

U. K 


33 

345 

29*1 

Switzerland . . 

. . Franc 

0 

90 

14.9 

Norway 

, . . Krone 

17 

35 

4.6 

Canada 

. .. $ 

15 

. 


Sweden 

. . Krona 

39 

106 

" 12*2 

Holland 

. . Guelden 

38 

142 

19.3 

J apan 

. . Yen 

* 143 

95 

<S,0 

Denmark 

. . Krone 

14 

49 

34 6 

S. Africa 

£ 

5 

7 

18.0 

Spain . . 

, . . Peseta 

♦ » 

535 

22 2 

India . . 

. , , llupee 

.. 

122 

6.5 


* Statist 11th December 1020j p. 933. 


In 1903-4 in the United Kingdom indirect taxation 
produced 50-7 % of the revenues and direct taxa- 
tion 49*3 %. In 1913-4 indirect taxation ac- 
counted for 42*5 % of the totah In 1918-9 it 
yielded only 30*20 % (or 18*63 if we include the 
figure of the excess-profits duty.) Taxation per 
head of population was stated to have been £3 10s. 
m 1913-4 and £16 12s. lOd, in 1918-195 of which £10 
5s. 2d, came from direct taxation., (gee Higg, 
Primer of National Finance, p. 70.) 
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APPENDIX 5 


Price ®f S>ar silver per ounce in London !n l919“20* 
Highest Lo%vest 
.. 49G/16d* 48 9/16d. 

:: .58 48 0/16 

.. 54 7/8 53 

;; 55 0/16 53 

613/4 5i>3, 4 

'■ .,64 59 

“ .. 66 ^ 62 3/4 

** ; 76 65 1/3 

.. 70i/s 731/8 

.. .. 85 75 7/8 


Average 

48 7/ 8d. 
52 1/16 

53 29/32 

54 1/8 
58 27/ 32 
61 11/ 16 
64 1/16 
70 1/16 
76 7/16 


1019 

April . . 

May 

June . . 

July . . 

August 
September 
Oct. . . 

Kov. . . 

Bee. , . 

1020 
Jau. 

Feb . 

March .. 

* Keport the Currency Department of the Government of India® 
1919-20, p. 7. 
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